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File those Important Records in a Leatherope Report Wallet 


Here is a Special Container Designed by Security for Handling 
Important Papers Such as 


INCOME TAX REPORTS 
AND SIMILAR RECORDS 


Practical and Time Saving 





Will hold a 10-year record of Income Tax Reports, including the 
supplementary work sheets and all data slips of original figures. 








Also suitable for handling State Tax Reports, Federal Capital Stock Reports, Corporation Reports, 
Examiners’ Reports, Federal Reserve Reports, Condition Reports, and many other Period or Yearly 


records. 


Keeps and preserves important records intact and handy for ready reference from period to period 


or year to year. 


Security Made from Durable Leatherope 


It consists of a durable Leatherope outside container (strong, 5-piece 
construction) size 10x12 with a 3% inch Expanding Capacity, equipped 
with strong Tape-Ties and 10 separate Leatherope flat wallet Inserts 
size 914x114. 

The 10 inserts and also the outside container are all conveniently 
printed at the top of the flaps with a standardized ‘‘From and To” form. 


THE SECURITY LEATHEROPE REPORT WALLETT FILLS 
A WELL DEFINED NEED 


You can secure them direct at the following prices: 


1 5 10 25 50 100 

No. 1080 T i ae $1.80 $8.00 $14.25 $28.80 $53.20 $99.70 
50 100 250 500 1,000 

Inserts only ...... $4.80 $7.80 $17.75 $33.15 $64.25 


Shipping weight is approx. 1 Ib. per Wallet. Please include postage. 
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Regulations, Court Decisions, etc. Weekly. Indexed Fully. 
III.—Vol. 3.—Property and Inheritance Tax. The new Inheri- 
tance Tax Law, Comparative Rates for Past Years Which May 
Affect Estates Not Yet Closed. Rulings and Interpretations, 
Annotations of Cases, Real and Personal Property, including 
Bank Taxation. Fully Indexed. ; 

IV.—Consultation Privilege Allowing for Special Opinions and 
Advice on Tax Problems Arising in Our Subscribers’ Business. 


A Tax Service Complete in Every Detail for 
$40 Per Year—See It On Ten Days’ Approval 


The 1925 Wisconsin Income Tax Law, Annotated With 
Court Decisions 
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It Makes An Excellent Medium of Publicity 


Many users order these Record Wallets in quantities for com- 
plimentary distribution. They are a resultful advertising medium 
because of their practical utility and long life. 

We will print your complimentary card in black ink on the Outside 
Wallets only at $2.80 per lot, or on both the outside Expanding 
Wallets and the Flat Insert Wallets at $3.00 per 50 sets or less, and 
at $4.00 per 100 sets. 
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Minutes Mean Money 


Lost Time Is Lost Money 
Check It 


Minute, Hour, A. M., P. M. 

and Date Works Automatic 
DO YOU KNOW—what time that batch of orders, 
letters, contracts came in—or left the office?—that the 
one sure way to accurately check up on all the little 
time-consuming operations of the day, IN OFFICE 
AND FACTORY ALIKE, is the 


MASTER MODEL 
TIME STAMP 








Prints 
Each 
Minute 


Avoid Disputes 
and Errors 


This is a time stamp built 
for long service and econ- 
omy, smooth, quick and 
accurate in action. 


Catalog? Yes, an inter- 
esting one, too! Send for 
it now. 
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WILL EVENTUALLY BUY 


28 43 OVER 75,000 
AUG 8 1917 3 A PM IN USE 


HENRY KASTENS 


418-22 W. 27th St. NEW YORK CITY, N. Y. 


TIME RECORDING SINCE 1893 


THE NATIONAL INCOME TAX MAGAZINE 


March, 1926 





Partial List of Cases 


Page 

Aldridge sas Machine Company — Decen- 
tralized edit and Collection Control... 348 

B er Watch Company—Results of Advertis- 
m Products of Two Grades.......... 420 

Bagley etinertee Company—Salary Payment 
TI bv ken ccvecncetcevsocesceaes 391 
ey F amend Company—Selection of : 

Bechwell * Machine Company—Stock Control for 
ae eee 119 

Belman Department Store—Purchase of Ori- 

= Materials through New York Import- 


Bench’ Pharmaceutical Company—Salesmen’s 


COMBGRIGTIEE. 0 ccccccr ss squtheacecebihes 384 
Cardiff a Company—Distribution througn 
WRENEDD.  Svenccccctntvacneucbbabyeds 280 


Chillicothe all Box Company — Production 
under State Minimum Wage Ruling 
Radiator Company — Sliding Scale 

Prices for Seasonal Sales...............- 
Darrow Shoe Company—Acceptance of Special 


Souk, tn ETE Cuore Whole- 
sale Agency for Special Prod 
om = Manufacturing Cueaenies = eae ‘erms of 
Financing Retailers’ Installment Sales.... 467 
en -y en Bank—Investment of Earn- 


Blectric Company — Accounting for 
Manufacturing Profits ...........see00+- 132 

Hilton Department Store—Discontinuance of 
es for Credit and Delivery.......... 444 

Hudson Telephone Company—Budgetary Con- 
trol of General 


Expenses 
Jamesville Gas and Electric Company—Bud- 
getary Control of Expenditure for Capital 


Mandoiie Shoe Company — Curtailment of 
Production after Business Crisis 


Coee eee eee eee eee eee eee) 


ere ow ieh Janet 


seer eeeeee 


Thrasher Cotton Mills Company—Sales of Com- 
mon Stock to Employees...........-...+. 
Westerly Molasses ny — Partial Change 
from Bulk to Package Distribution...... 331 
ee Department Store—Rental Charges 
ee 


Wittmer and Company—Investment Securities 
—Sale a Bonds at Prices Higher than ‘aa 











Just published 


THE NATIONAL INCOME TAX MAGAZINE 85 


The first volume of the 


HARVARD BUSINESS 
REPORTS 


Compiled by and published for the Graduate School of Business 
Administration, George F. Baker Foundation, Harvard University 


OST executive decisions today are governed by the precedents 

and practices current within each particular industry so uni- 
formly as to make these precedents comparable in authority to the 
precedents of the legal profession. These precedents and practices 
are of various types. Some are common to one particular industry; 
some are limited to one company within that industry. The aim of 
the HARVARD BUSINESS REPORTS is to bring together in 
convenient usable form these precedents and practices. 


In the first volume of this series 
are published 149 cases selected from 
over 3,500 cases collected by the Har- 
vard Graduate School of Business 
Administration through its Bureau of 
Business Research. Hundreds of 
progressive executives in every line 
of business have co-operated whole- 
heartedly in laying open the private 
records of their companies to the 
field agents of the Bureau. Each re- 
ported case has particular importance 
as an example of current business 
practice or as a guide to sound busi- 
ness management. The decision 
stated in each case is that of the busi- 
ness firm; in no instance has the 
Bureau injected its own editorial 
opinion. 


An Actual Situation with Issues 
and Decisions Given 


ACH case presents an actual situa- 
tion, which arose in an actual 
business, the actual method by which 
the situation was met, and the actual 
reasons which inspired its selection. 
For example, take the case of the Ran- 
dolph Shoe & Leather Company, on 
page 244. Here a declining market 
had led many customers to attempt re- 
pudiation of contracts made at higher 
prices. What should be the policy of 
the company? The facts are first made 
plain, then the issues the company was 
called upon to decide are described, 
the company’s decision and the factors 
influencing it definitely explained. Con- 
cise headnotes at the —e of each 
case briefly summarize the facts and 
indicate the executive decision therein. 
Note the partial list of contents of the 
first Report at the left. In all, it con- 
tains 149 significant cases; 561 pages, 
size 6 by 9 inches; bound in library 
buckram. 
At first, two or three volumes will 
be issued a year. Subsequently this 


number may be increased. Other vol- 
umes will exemplify points not cov- 
ered by the first volume and include 
supplementary illustrations of cases 
previously noted, showing the current 
results of particular practices. A cu- 
mulative index will make the series of 
increasing value as other volumes be- 
come available. 


Guides for Executive Decisions 


ARVARD BUSINESS REPORTS are 
the pass-key to the pivotal precedents 
and practices of all trades and industries as 
well as to the significant precedents and prac- 
tices of individual concerns within those 
trades and industries. The Reports afford an 
opportunity to the executive in any kind of 
business to analyze and to compare the 4 
nificant precedents and practices of 
his own field, together with the edents and 
postes of firms in vastly different lines. 
hey place in permanent recorded form those 
precedents upon which the Profession of agp 
ness must be built. A brief examination of 
the first Report now ready, will show. you the 
vast fund of knowledge, of accumulated ex- 
ecutive experiences, of effective methods and 
stra in management, production and distri- 
ution, finance, accounting, that the Reports 
open up to you. 
All Reports pd sent subject 
to saree ater examination. 
Simply fill in and mail the con- 
venient coupon today — now! 


: hed — Approval Charter Subscription — — - 
A. W. Shaw Company 
Cass, Huron and Erie Streets, Chicago 
Please enter my approval subscription to 
receive 
0 (1) Harvard Business Reports as 
issued (Volume I now ready) 
0 (2) Harvard Business Reports — 
olume I only 
Within five days after the receipt of each 
volume, I’ll remit $7.50 plus a few cents 
for mailing charge, or return the Report to 
you. IT-3-26 
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This magazine is published to promote sound thought 
in economic, legal and accounting principles relating to all 
Federal taxes and state income taxes. To this end it will 
contain signed articles on tax subjects of current interest, 
news items and reports, digests of addresses, books, maga- 
zine articles and pamphlets, together with editors’ comments. 
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JOHN E. WALKER 
Special Assistant to the Secretary of the Treasury 


Among the drafters of the original revenue proposals, which, after modi- 
fications, have become the Revenue Act of 1926, the Treasury Depart- 
ment had an exceptionally well qualified representative in Mr. Walker. 
He has been in close touch with the development of income tax legisla- 
tion from its beginning in 1913. During the preparation of the 1913 and 
1916 Acts he was assistant clerk of the Wavs and Means committee, 
and clerk of the same body when the Acts of 1917 and 1918 were drafted. 
He was associated with Dr. T. S. Adams in the Solicitor’s Office during 
part of 1919 and 1920, working on amendments to the new law then in 
prospect, and during the preparation of the bill which became the Act 
of 1921, he was head of the Senate Drafting Service, in which capacity, 
besides drafting all amendments for senators, he sat with the Senate 
Finance Committee and assisted Senator Penrose, who was then chair- 
man. Mr. Walker was appointed Special Assistant to the Secretary of 
the Treasury on October 26, 1925. 
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New Provisions of the Revenue 
Act of 1926 


HILE the rate reductions of the new rev- 
WV enue law have been of greatest general in- 
terest, there are many other important modi- 
fications affecting tax liability. Some of the changes 
operate to reduce the base upon which the rates 
apply, and in such instances the taxpayer receives 
a greater benefit than the rate decreases indicate, 
while other changes have the effect of offsetting in 
part the rate reductions. 


Corporation Tax Increased 


As a result of the repeal of the capital stock tax, 
the income tax on corporations is increased from 
12% per cent to 13 per cent for the calendar year 
1925 and to 13% per cent for subsequent years. 


However, in paying the tax for the year 1925, if 
the corporation elects to pay any installments, the 
tax may be paid as follows: First installment, 24 
per cent of the tax; second installment, 24 per cent 
of the tax; third installment, 26 per cent of the tax; 
fourth installment, 26 per cent of the tax. 


The 12% per cent rate is retained on insurance 
companies. 


Rate Reductions for Individuals 


In lieu of the previous normal tax of 2 per cent, 
4 per cent and 6 per cent, the new statute imposed 
a normal tax of 14% per cent on the first $4,000 in 
excess of exemptions and credits, 3 per cent on the 


next $4,000 and 5 per cent on the remainder of the 
net income. 


The schedule of surtax rates, beginning with 1 
per cent at $10,000, remains the same as in the Act 
of 1924, up to net incomes of $24,000. Upon the 
amount of net incomes in excess of $24,000 and not 
in excess of $28,000, the surtax rate is 7 per cent 
and the rate is increased by 1 per cent for each 
additional $4,000 up to $7,000. Upon the arfiount 
between $70,000 and $80,000, the rate is 18 per cent; 
from $80,000 to $100,000, 19 per cent; all above 
$100,000 20 per cent. 


The income tax provisions of the new law are 
effective as of January 1, 1925. 
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Surtax Rate Reductions 


Old New Old New 
law. law. law. law. 
Per Per Per Per 
cent. cent. cent. cent. 


Net Income 
$10,000 to $14,000... 1 
14,000 to 16,000.. 2 
16,000 to 18,000.. 3 
18,000 to 20,000.. + 
20,000 to 22,000.. 5 
22,000 to 24,000.. 6 
24,000 to 26,000.. 7 
26,000 to 28,000:. 7 
28,000 to 30,000.. 8 
30,000 to 32,000.. 10 8 
32,000 to 34,000.. 10 9 
34,000 to 36,000.. 11 9 
36,000 to 38,000.. 12 10 
38,000 to 40,000.. 13 10 
11 
11 
12 
12 
13 
13 
14 
15 


Net Income 


$58,000 to $60,000.. 21 15 
60,000 to 62,000.. 21 16 
62,000 to 64,000.. 22 16 
64,000 to 66,000.. 23 17 
66,000 to 68,000.. 24 17 
68,000 to 70,000.. 25 17 
70,000 to 74,000.. 26 18 
74,000 to 76,000.. 27 18 
76,000 to 80,000.. 28 18 
80,000 to 82,000.. 29 19 
82,000 to 84,000.. 30 19 
84,000 to 88,000.. 31 19 
-88,000:to 90,000.. 32 19 
90.000 to 92,000.. 21 15 
92,000 to 94,000.. 34 19 
94,000 to 96,000.. 35 19 
‘96,000 to 100,000.. 36 19 
100,000 to 200,000.. 37 20 
200,000 to 300,000.. 38 20 
300,000 to 500,000.. 39 20 
Over 500,000 ..... 40 20 
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40,000 to 42,000.. 13 
42,000 to 44,000.. 14 
44,000 to 46,000.. 15 
46,000 to 48,000.. 16 
48,000 to 50,000.. 17 
50,000 to 52,000.. 18 
52,000 to 56,000.. 19 
56,000 to 58,000.. 20 


In addition to the normal and surtax rate reduc- 
tions, additional tax rate decrease in indirect form 
is made for many individuals by Section 209 (a) (3), 
which increases the amount which can be considered 
as earned net income from $10,000 to $20,000. The 
Act of 1924 provided that in no case should the 
earned income credit exceed 25 per cent of the nor- 
mal tax which would be payable if the earned net 
income constituted the taxpayer’s entire income. 
Because of the increase of the maximum amount 
which may be considered earned net income, a part 
of the earned income may be subject to surtax and 
the new statute limits the amount of the earned in- 
come credit to 25 per cent of the normal tax plus 
25 per cent of the surtax which would be payable if 
the taxpayer’s earned’ net income constituted his 
entire net income. 


The personal exemption for a single person is in- 
creased to $1,500, while the same credit for the head 
of a family or a married person living with husband 
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and wife is increased to $3,500. The credit for de- 
pendents is $400, the same as under the prior law. 


Gross’ Income 


The general definition of gross income remains 
unchanged, but a number of modifications have 
been made in prescribing the items which are not to 
be included as gross income and which, accordingly, 
are exempt from the income tax. 


The proceeds of life insurance policies are exempt 
where “paid by reason of the death” of the insured, 
whether paid in a single sum or in installments, this 
provision, effective as of January 1, 1925, being in- 
serted in place of that in the prior law under which 
proceeds “paid upon the death” of the insured were 
exempt. This provision makes it clear that the 
exemption is not to be denied in the case of install- 
ment payments. However, if the amounts are held 
by the insured under an agreement to pay interest 
thereon, the interest payments are clearly not ex- 
empt under the new statute but are to be included 
in the gross income. 


Furthermore, in case of a transfer for a valuable 
consideration, by assignment or otherwise, of a life 
insurance, endowment or an annuity contract, only 
the actual value of the consideration and the amount 
of premiums and other sums subsequently paid by 
the transferee is exempt from tax, though the pro- 
ceeds are paid by reason of the death of the insured. 


The exemption on account of amounts received 
under a life insurance, endowment, or annuity con- 
tract (not paid by reason of the death of the in- 
sured) is not limited to the insured. Amounts 
received under such contracts are, to the extent that 
they do not exceed the premiums or consideration 
paid, to be excluded from the gross income of the 
beneficiary, whether or not the beneficiary is the 
insured. 


The exemption of $300 on dividends or interest 
received by an individual from domestic building 
and loan associations is allowed without any time 
limitation. Under the prior law, this $300 exemp- 
tion would have expired January 1, 1927. 


A citizen of the United States who is a bona fide 
nonresident for more than six months during the 
taxable year is not required to include in gross in- 
come, income received from sources without the 
United States if such income constitutes earned in- 
come within the meaning of the statute. This allows 
the exclusion of any amount of earned income re- 
ceived by such citizens from sources without the 
United States. However, such citizens cannot take 
as deductions any items properly chargeable against 
the amounts of income so excluded. 


Changes in Allowable Deductions 


Considerable simplicity and certainty in adminis- 
tration is effected by a provision in the new statute 
allowing depletion in case of oil and gas wells to be 
based upon a percentage of the gross income from 
the property instead of discovery value. It is pro- 
vided that the allowance for depletion shall be 27% 
per cent of the gross income from the property dur- 
ing the year, but this allowance must not exceed 50 
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per cent of the net income of the taxpayer (com- 
puted without allowance for depletion) from the 
property. This provision, effective January 1, 1925, 
does not operate as a limitation upon the deduction 
of depletion but is a provision favorable to the tax- 
payer, resembling in this respect the prior deduction 
based upon discovery value, since it is also provided 
that in no case shall the depletion allowance be less 
than it would be if computed without reference to 
this provision of the statute. 


The new statute retains the allowance for deple- 
tion based upon discovery value in the case of mines 
by enacting provisions similar to those contained 
in the Act of 1924, and also enlarges the discovery 
provision in the prior law by permitting a deduction 
for discovery value in the case of discoveries of min- 
erals discovered or proven in an existing mine or 
mining tract by the taxpayer after February 28, 
1913, if the vein or deposit discovered is not merely 
the uninterrupted extension of a continuing com- 
mercial vein or deposit and if the minerals may be 
mined and marketed at a profit. This is effective 
as of January 1, 1925. 


In the case of improved real estate held by one 
person for life with remainder to another person, 
the deduction for depreciation is to be equitably 
apportioned between the life tenant and the remain- 
derman under rules and regulations prescribed by 
the Commissioner. This grants the life tenant and 
the remainderman a deduction which they did not 
have under the prior laws, since it was held that de- 
preciation represented a charge against the corpus 
of the estate and not deductible by the life tenant, 
and was not deductible under the prior law by the 
remainderman because he had not come into pos- 
session of the property and was reporting no in- 
come therefrom. 


Where an individual sells or otherwise disposes 
of real estate, he may take as a deduction a reason- 
able allowance for future expenses which he will 
be required to make under the provisions of the 
contract of sale. In order to take this deduction the 
individual will be required to give a bond in an 
amount not less than the estimated tax liability 
computed without this allowance for future ex- 
penses. The taxpayer will be required to pay any 
tax which may become due because of the disallow- 
ance of any part of this deduction, notwithstanding 
the expiration of the statutory period of limitations 
for collection which is imposed upon the govern- 
ment in other cases. 


In order to prevent taxpayers from being denied 
amortization deductions as a result of a recent 
decision by the Board of Tax Appeals, holding that 
claim for amortization must have been filed at the 


‘time of filing return, the new statute provides that 


the amortization deduction may be allowed for the 
taxable years 1918, 1919, or 1920, if the claim was 
made before June 15, 1924. This provision does not 
apply with respect to a claim for the year 1921, 
for which year the taxpayer had notice of the 
provision in the 1921 Act, and hence the decision 
of the Board with respect to the time for filing the 
claim is applicable to that year. 
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Installment Sales 


In the definition of net income in Section 212, express 
statutory provision is made for the installment method of 
reporting taxable income. Demand for such a provision 
arose following the decision of the Board of Tax Appeals 
in the Appeal of Todd, wherein it was held that the install- 
ment method of reporting income was not authorized under 
the Act of 1918. There can now be no doubt on the issue, 
as the provisions governing installment sales are made retro- 
active to and including the year 1916. , 

The new law provides that, subject to Regulations pre- 
scribed by the Commissioner, dealers in personal property 
sold on the installment plan, may return as income that 
proportion of the total cash collections received in the tax- 
able year from installment sales which the total profit 
realized or to be realized when the payment is completed 
bears to the total contract price. 

Vendors in isolated sales of personal property are also 
allowed to report on the installment plan method in the 
case of a sale of personal property for a price exceeding 
$1,000, if the initial payments do not exceed one-fourth of 
the purchase price. The term “initial payments” means 
the payments received in cash or property other than evi- 
dence of indebtedness during the taxable period in which 
the sale is made. 

The installment plan method may also be used in report- 
ing the income of a sale or other disposition of real prop- 
erty, if the initial payments do not exceed one-fourth of the 
purchase price. This provision of the new statute will 
allow vendors of real estate to report their profits from the 
sale of real estate upon the installment plan method in 
some cases where such method would not have been al- 
lowed under the Regulations in force under the prior stat- 
utes, even if it be held that such Regulations were valid. 
According to the Regulations under the prior acts, the in- 
stallment plan method of reporting income from the sale 
of real estate was ordinarily allowed only in cases where 
the obligations of the buyer were not to be regarded as 
having a fair market value. Under the new statute, it 
would appear that the taxpayer may use the installment 
method, regardless of whether the obligations assumed by 
the buyer have a fair market value, providing, of course, 
the initial payments do not exceed one-fourth of the pur- 
chase price. 

When the initial payment exceeds one-fourth of the pur- 
chase price in case of casual sales of personal property for 
a price exceeding $1,000, or in the case of sales of real prop- 
erty, the new provision does not apply and the obligations 
of the buyer that are received in addition to the initial pay- 
ment are to be regarded as the equivalent of cash if such 
obligations have a fair market value, and the excess of the 
initial payments plus the fair market value of such obliga- 
tions over the cost of the property is to be reported in the 
year of the sale. If the initial payment is in excess of 25 
per cent of the purchase price, but the obligations assumed 
by the buyer have no fair market value, then the seller 
would not be required to report any profit from the trans- 
action until he had first received a return of the cost (no 
other basis) of the property. 

Since the installment method prescribed by the new law 
applies in computing income for any year under the Acts 
of 1916, 1917, 1918, 1921, or 1924, it is probable that many 
taxpayers will be entitled to refunds. If the taxpayer in 
prior years has paid taxes in excess of those which he 
would have paid had he been allowed to use the install- 
ment method of reporting income, he is allowed a credit 
or refund, but such credit or refund can only be made 
within the statutory period of limitations. Where the stat- 
utory period of limitations has expired, refunds may be 
made to the taxpayer only if claims therefor were filed with- 
in the time prescribed for filing such claims. Taxpayers 
who filed their claims within the proper time are allowed 
refunds for past years as far back as the year 1916. 


Determination of Gain or Loss 

In determining the gain or loss upon a sale or other dis- 
position of property during the year 1925 and subsequent 
years, the basis is to be reduced by the amount of the 
deduct’ons for exhaustion, wear and tear, obsolescence, 
amortization, and depletion which have since the acquisition 
of the property been “allowable” in respect of such prop- 
erty under the new statute or under prior income tax laws. 
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This differs from the Act of 1924, which provided that the 
basis be diminished by above mentioned items which had 
since the acquisition of the property been “allowed” with 
respect to the property. The effect of the use of the word 
“allowable” in the new statute rather than the word “al- 
lowed” is to require the taxpayer to make an adjustment for 
depreciation, etc., which may not have been allowed the 
taxpayer as a deduction for income tax purposes in prior 
years, for example, depreciation allowable but not taken 
because no income tax return was filed. 


In addition to the above adjustment, if the property was 
acquired prior to March 1, 1913, and‘the fair market value 
as of March 1, 1913, is not the basis for determining the 
gain or loss, the taxpayer is required to make an adjust- 
ment for exhaustion, wear and tear, obsolescence and de- 
pletion “actually sustained” prior to March 1, 1913. This 
provision is necessary to require an adjustment, for exam- 
ple, in case the cost is greater than the March 1, 1913, value 
and is the basis for determining gain or loss, for notwith- 
standing the fact that the cost of the property in such a 
case is the basis for depreciation, no depreciation or deple- 
tion was allowable as a deduction under “prior income tax 


laws” due to the fact that there was no income tax prior to 
March 1, 1913. 


The new statute retains the provisions in the Act of 1924, 
that in no case shall the amount of the adjustment in re- 
spect of depletion exceed a depletion deduction computed 
without reference to discovery value. It is also provided 
that the adjustment on account of depletion shall not be 
greater than the amount of depletion computed without 
reference to the new provision in the Act of 1926, allowing 
depletion in the case of oil and gas wells to be based upon 
a percentage of the gross income from the property during 
the year. 

Soon after the passage of the Act of 1924, it was pointed 
out that probably by oversight the statute did not prohibit 
the use of the fair market value at the time of transfer, 
rather than the cost to the transferor, as the basis of deter- 
mining gain or loss upon the sale of property though it had 
been transferred in trust, subsequent to December 31, 1920, 
subject to a power of revocation or alteration by the grant- 
or. The new statute makes it clear that where property is 
transferred by a grantor in revocable trust after Decem- 
ber 31, 1920, and is subsequently sold by the trustee after 
December 31, 1924, the amount of the gain or loss is to be 
determined in the same manner as if the property had been 
sold by the grantor himself. — 


Capital Gains and Losses 


Express statutory approval is given to the rule incorpo- 
rated in the Regulations under the Act of 1924, under which 
it was held that, if property is exchanged for other prop- 
erty and no gain or loss is recognized and if the total period 
during which the original property and the property re- 
ceived in exchange have been held by the taxpayer is more 
than two years, the property received in exchange is con- 
sidered to be capital assets. The new statute also applies 
the same rule in case of property received upon a partially 
exempt exchange, since this method of computing the two- 
year period is to apply in case the property received on an 
exchange has, for the purpose of determining gain or loss 
from a sale or exchange, the same basis in whole or in 
part in the hands of the taxpayer as the property exchanged. 


A different rule from that applied under the Act of 1924 
is required by the new statute in computing the two-year 
period for the purposes of the capital net gain and loss pro- 
visions, where the taxpayer sells property which has the 
same basis for gain or loss in whole or in part, as it would 
have in the hands of a preceding owner. In such case, the 
two-year period includes the period for which the property 
was held by the preceding owner. For example, in the case 
of property received by gift after December 31, 1920, the 
two-year period includes the period during which the prop- 
erty was held by the donor as well as the period during 
which it was held by the donee. 


If on a reorganization there is distributed to the share- 
holders stock or securities in a corporation a party to a 
reorganization, no gain to the distributee from the receipt 
of such stock or securities is recognized. In determining 
the period for which the taxpayer has held stock or securi- 
ties received upon such distributions, there is to be included 


5 
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the period for which he held the stock or securities in the 
distributing corporation prior to the receipt of the stock or 
securities by distribution. 

The above provisions are effective as of January 1, 1925. 


Distributions in Liquidation 


One of the most significant changes in the law made by 
the Revenue Act of 1924 was the provision that the amounts 
distributed in cancellation or redemption of part or a por- 
tion of the capital stock of a corporation should be treated 
as payments in exchange for stock, with the result that a 
gain upon such a cancellation of stock was subject to the 
12% per cent capital gain tax, at the option of the taxpayer. 
While the new statute retains the language of the Act of 
1924, which accomplished this result, there has been added 
a provision which in practical effect accomplishes the con- 
trary, at least in some cases, but it will not require any 
change in the method of reporting any liquidation distribu- 
tions made in 1925. Section 201 (g) of the new statute 
provides: 

“If a corporation cancels or redeems its stock (whether 
or not such stock was issued as a stock dividend) at such 
time and in such manner as to make the distribution and 
cancellation or redemption in whole or in part essentially 
equivalent to the distribution of a taxable dividend, the 
amount so distributed in redemption or cancellation of the 
stock, to the extent that it represents a distribution of earn- 
ings or profits accumulated after February 28, 1913, shall be 
treated as a taxable dividend. In the case of the cancella- 
tion or redemption of stock not issued as a stock dividend 
this subdivision shall apply only if the cancellation or re- 
demption is made after January 1, 1926.” 

This provision of the statute represents no change in re- 
gard. to the manner of taxing a distribution in case of the 
cancellation or redemption of a stock dividend. In ex- 
tending a similar rule to the cancellation or redemption of 
stock other than a stock dividend, apparently the purpose 
of the new statute is to cover the case of a corporation 
which might, without resorting to the distribution of a 
stock dividend, be able to make a distribution to its stock- 
holders which would have the same effect as a taxable 
dividend, particularly a corporation which has only a few 
stockholders. For example, the stock of a corporation is 
owned in equal proportions by two stockholders, and the 
corporation instead of distributing a dividend uses its sur- 
plus to redeem one-half the stock of the stockholders at 
the cost of the stock to them. 

However, it is obvious that every distribution in partial 
or complete liquidation is essentially equivalent to the dis- 
tribution of a taxable dividend in every case where the 
corporation had an accumulated earnings at the time of the 
distribution and paid more than par value or paid-in value 
to retire the stock, since the result is the transfer to the 
individual stockholders of some of the accumulated earn- 
ings represented by the excess of the distribution over the 
amount paid in to the corporation for the issue of the stock. 

Even in a complete liquidation, the corporation has the 
option of first distributing its earnings by a dividend, and 
accomplishes the essential equivalent if it makes such dis- 
tribution by means of the liquidation. Possibly the new 
rule will be applied, as it should be, only to those cases for 
which it was intended and not to all cases possible by a 
strict interpretation of the words of the statute. 


Section 220 Modified 


The new statute will allow a corporation to accumulate 
its profits without fear of the imposition of the 50 per 
cent penalty, if each shareholder of the corporation at the 
time of filing his return includes in his gross income his 
distributive share of the net income of the corporation for 
the year. In including the amount of the distributive share 
in his gross income, the stockholder is to treat such amount 
as a dividend received. Hence, it is subject only to a sur- 
tax. When a subsequent distribution is made by a corpora- 
tion out of the earnings and profits of the year in which 
this method of reporting the profits was followed by the 
stockholders, the amounts so distributed to a stockholder 
who has previously included in his gross income his distri- 
butive share of the net income for the year is not subject 
to tax when distributed. 

If this method of their distributive share of the net in- 
come of the corporation is not followed by the share- 
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holders, it would appear that the provisions of the new 
statute are just as drastic as those under the prior law. 
No provision is made to relieve the shareholders of the 
tax upon the dividends where such dividends are distributed 
after the corporation has been subjected to the 50 per cent 
penalty. 


Consolidated Returns 


For the year 1925 the rule under the Act of 1924 is 
applied in determining whether two or more domestic 
corporations are affiliated. For the year 1926 and sub- 
sequent years two or more domestic corporations are 
deemed affiliated (1) if one corporation owns at least 95 
per cent of the stock of the stock (not including non-vot- 
ing stock which is limited and preferred as to dividends) 
of the other or others, or (2) if at least 95 per cent of the 
stock (not including non-voting stock which is limited and 
preferred as to dividends) of two or more corporations is 
owned by the same interests. This removes the require- 
ment that affiliation is to be determined by the ownership 
of the voting stock of the corporations, with the excep- 
tion noted as to non-voting stock which is limited and 
preferred as to dividends. 


Estate Tax Retained 


The rates fixed by the Act of 1924 were repealed retro- 
actively and instead there was substituted the same 
schedule of rates which was applicable under the Act of 
1921. The rates which apply to the net estate of every 
decedent dying after the enactment of the Act of 1924 and 
prior to the repeal of that Act by the new Act are shown 
in column (3) below. The estates which paid taxes in ac- 
cordance with the rates prescribed by the Act of 1924, 
shown in column (2) below, are entitled to refunds based 
upon the difference between the tax computed in accord- 
ance with the rates shown in column (2) and the tax com- 
puted in accordance with the rates shown in column (3). 
In computing the tax of a decedent dying after the enact- 
ment of the Act of 1924 and prior to the repeal of that Act 
by the Act of 1926, an exemption of only $50,000 is allowed. 


Estate Tax Rates 


(1) *, @) (3) (4) 

*Net Estate 1924 1924 Act 1926 
In Thousands of Dollars Act as Amended Act 
Not in excess of 50. ...... 1% - 1% 1% 
Over 50 to Bee oti oxo we 2% 2% 2% 
Over 100 to BOO sac eve% 3% 2% 3% 
Over BIO 007 GRO ie dew 4% 3% 3% 
Over 200 to Bee °Gh ak. 4% 3% 4% 
Over 250 to My Few 6% 4% 4% 
Over 400 to ee 6% 4% 5% 
Over 450 to: GO secu. 9% 6% 5% 
Over 600 to Me, Ladies. 9% 6% 6% 


Over 750 to 800 
Over 800 to 1,000 
Over 1,000 to 1,500 
Over 1,500 to 2,000 
Over 2,000 to 2,500 
Over 2,500 to 3,000 


Over 3,000 to 3,500. ...... 24% 16% 12% 
Over 3,500 to 4,000  ...... 24% 16% 13% 
Over 4,000 to 5,000. ...... 27% 18% 14% 
Over 5,000 to 6,000. ...:.. 30% 20% 15% 
Over 6,000 to 7,000. ...... 30% 20% 16% 
Over 7,000 to 8,000 ...... 30% 20% 17% 
Over 8,000 to 9,000. ...... 35% 22% 18% 
Over 9,000 to 10,000 ...... 35% 22% 19% 
Over 10,000 40% 25% 20% 





*Net estate is the aggregate net taxable estate after de- 
ducting the $50,000 exemption when using the rates in 
columns (2) and (3), and after deducting the $100,000 ex- 
emption when using column (4). 

Any transfer within two years prior to the death of the 
decedent, made after the enactment of the new Act with- 
out an adequate and full consideration in money or its 
equivalent, is conclusively deemed to have been made in 
contemplation of death if the value of the property or 
interest transferred is in excess of $5,000 at the date of 


(Continued on page 109) 





Pp 
fc 


oi oo ee Oe, eed 


Qanr, Baas De 


i- 


de- 
in 
eX- 


the 
ith- 
its 
in 
or 
of 


Net Losses Under the Various 
Revenue Acts 


By BLoUNT RALLs* 


NDER the British income tax law (Schedule 
D), the taxable income derived from the car- 
rying on of a trade, manufacture, venture, 
profession or vocation is the average income of the 
three years preceding the year of assessment. The 
method of taking the average may be illustrated as 
follows: 
Fiscal year 1917—profit £ 6,000 
Fiscal year 1918—loss £ 4,000 
Fiscal year 1919—loss £ 2,000 
Fiscal year 1920—profit £12,000 


Based on the above amounts of 
profit and loss, the taxable income 
for the fiscal year 1920 would be: 


£6,000—£4,000— £2,000 
————___—_—_—____—0 
3 


For the fiscal year 1921 the tax- 
able income would be: 


—£4,000—£2,000-++- £ 12,000 
———_—_—_—_———— = £2,000 
3 


As explained below, this prin- 
ciple of averaging income crept 
into the income tax laws of the 
United States in disguise, and not 
with malice aforethought on the 
part of Congress. The opening 
wedge was Section 204 of the 
Revenue Act of 1918. It provided in part as follows: 

(b) If for any taxable year beginning after October 31, 
1918, and ending prior to January 1, 1920, it appears * * * 
that. any taxpayer has sustained a net loss, the amount of 
such net loss shall * * * be deducted from the net 
income of the taxpayer for the preceding taxable year; 
* * *. If such net loss is in excess of the net income for 
such preceding taxable year, the amount of such excess 
shall * * *, be allowed as a deduction in computing the 
net income for the succeeding taxable year. 

But this privilege was not extended to all tax- 
payers. Subdivision (a) provided: 

That as used in this section the term “net loss” refers 
only to net losses resulting from either (1) the operation 
of any business regularly carried on by the taxpayer or (2) 
the bona fide sale by the taxpayer of the plant, buildings, 
machinery, equipment or other facilities constructed, in- 
stalled, or acquired by the taxpayer on or after April 6, 
1917, for the production of articles contributing to the prose- 
cution of the present war; * * * 

As these limitations indicate, the provision was 
not the result of a realization on the part of Con- 
gress that, since a person who becomes a taxpayer 
generally remains such, the tax ought in effect to 
be levied on the average income in so far as possible, 


* Of the Virginia Bar, associated with Davis, Polk, Wardwell, Gardi- 
ner & Reed, New York City. 
2 Dowell’s Income Tax Laws (Piper), Eighth Edition, p. 425. 
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and that it is not the actual net income which is 

taxed unless the annual net losses may be availed 

of. The provision was considered expedient in or- 

der to give relief to general business on account of 

the peculiarly bad conditions which resulted from 

the sudden termination of the war. This motive 
is partly revealed by the fact that 
the section applied only to taxa- 
ble years beginning during or af- 
ter the month of the Armistice 
and ending prior to 1920. In dis- 
cussing the provision, which was 
Senate Amendment No. 26, Sen- 
ator Smoot said :* , 

I will say to the Senator that if it 
had not been for the war such a pro- 
vision as this would never have been 
thought of. The reason why it has 
been considered is because of the con- 
ditions brought about in certain indus- 
tries on account of the immediate col- 
lapse of the war. 

However, no attempt was made 
to limit the constituent items of 

_ the net loss allowable to losses 
attributable to post-war condi- 
tions. Immediately after Senator 
Smoot had made the above re- 
marks, Senator Lenroot asked: 

Why was it not limited to losses 
occurring through those conditions, 
rather than being made general? As 
we all know in the general run of bus- 

iness, under all ordinary peace conditions, some taxpayers 

will have a loss and other taxpayers will have a profit. 

Yet under these provisions we would refund to a taxpayer 

whe a year or two hence may sustain a loss, the income 
tax that he properly paid this year. 

Of course, such a limitation would have been 
practically impossible, and Congress declined to 
attempt it. 


The 1918 Act 


Although most of the 1918 and 1919 cases have 
been closed, it is considered desirable to point out 
some of the rulings of the Treasury Department 
under this provision of the 1918 Act before passing 
to a discussion of the corresponding section of the 
later Acts. In the first place, great confusion was 
caused in the application of the provision by the 
tact that Article 1601 of Treasury Regulations 45, 
interpreted it as referring only to “operating losses.” 
Accordingly, the Bureau began to rule that every 
single item of loss which was not an “operating 
loss” must be eliminated, and that only the remain- 
ing net loss, if any after such elimination, could be 
applied against the net income of the preceding or 
succeeding year. In other words, the ruling, which 





3 Congressional Record, p. 504. 
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was possibly justified by the regulation, was in 
effect that only the “net operating loss” could be 
taken. 

This kind of loss is that known to accountants as 
the net loss attributable to operations, as distin- 
guished from losses due to fixed charges, such as 
interest and taxes, or to extraordinary losses, such 
as those occurring from flood or the sale of capital 
assets.* However, this view was not followed by 
the Bureau with consistency. At page 36 of Cumu- 
lative Bulletin II-2 a prior ruling was reversed and 
it was held that a loss resulting from the destruc- 
tion of the taxpayer’s plant by fire might be in- 
cluded. Such a loss is clearly not an “operating 
loss,” since it is not chargeable on the balance sheet 
against earnings due to operations. This makes it 
appear that the Bureau either realizes that Article 
1601 is incorrect or refrains from taking the term 
“operating loss” in its technical sense. 


The Intent of Congress 


It is clear that Congress had no intention of lim- 
iting the elements of the net loss which could be 
taken against the net income of another year to 
“operating losses.” This seems obvious from an 
examination of that part of paragraph (a) coming 
after the semi-colon, where the ordinary net loss is 
trimmed down a bit in order to obtain the “net 
loss.” It is provided that in the case of corpora- 
tions the deduction allowed in Section 234 (a) (6) 
must be excluded. That deduction is not a loss of 
any kind. It is an arbitrary deduction, being the 
amount of dividends received from domestic cor- 
porations. Accordingly, the principle that the men- 
tion of one thing is the exclusion of other things 
(expressio unius exclusio alterius est) seems applica- 
ble to show that Congress clearly thought that de- 
duction 234 (a) (6), though not an “operating loss,” 
would have been included as a proper part of the 
net loss “resulting from the operation of” the tax- 
payer’s regular business. Also, taxes and interest, 
though no proper part of the annual “net operating 
law loss,” must be included as “deductions allowed 
by law” in accordance with the plain wording of the 
section. These considerations seem to establish 
that the word “operation” was used by Congress in 
its popular sense; that an annual net loss “resulting 
from the operation of” a business is not the same 
thing as a net loss composed of “operating losses,” 
or identical with a “net operating loss.” 

This view is sustained by the following language 
used by Mr. Kitchin in reporting the meaning of 
the section to the House after the conference com- 
mittee of the House had agreed with that of the 
Senate to adopt it :* 

If a business or trade shows in 1919 * * * a net loss 
instead of a net profit, it can take the amount of that loss 
from the income upon which it paid the taxes for 1918 and 
have the 1918 tax redetermined just as I explained in the 


case of the inventory and have the difference between the 
tax paid and the tax as redetermined refunded to it. 


The word “operation” was not used at all in this 
explanatory statement. 

Furthermore, it is submitted that under this pro- 
vision it is not essential that the taxpayer have an 
actual loss at all, so long as a minus statutory net 


ae See Montgomery—Auditing Theory on Franti, p. 300. 
* Congressional Record, Vol. 57, p. 3006-7 
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income is realized. In using-the words “net losses 
resulting from the operation of any business,” Con- 
gress clearly referred to all cases where a net loss 
was shown on the tax return. A concern may act- 
ually have made a profit in 1919 and yet have shown 
a net loss on its return. See Appeal of Tacoma 
Grocery Company,’ where the net loss shown on the 
return resulted from changing the accounting period. 
Likewise, a net loss might be shown on the return 
by changing the method of reporting sales, e. g., 
from the accrual to the installment basis. 

The decision of the Board of Tax Appeals in the 
Tacoma Grocery Company case was contrary to the 
view expressed, but it is believed that the decision 
is questionable. By the statute the net loss is based 
on a statutory gross income. As shown above, Con- 
gress made no attempt to limit the net losses to 
those traceable to post-war conditions or to require 
anything more than a modified statutory net loss. 
The section does not appear to amount to an exemp- 
tion requiring strict construction. It was not strict- 
ly construed in United States v. The Carroll Chain 
Co. (Eastern Dist. Ohio), July, 1925. Rather it is 
in the nature of a relief measure. The exemption 
appears to lie only in the duration of the section’s 
application. At any rate, it is questionable whether 
the decision would be the same under the later Acts, 
if we bear in mind the well known principle stated 
by Lord Cairns in Partington v. Attorney General*® 
that: 


If the person sought to *. taxed comes within the letter 
of the law, he must be taxed, however great the hardship 
may appear to the judicial mind to be. On the other hand, 
if the Crown, seeking to recover the tax, can not bring the 
subject within the letter of the law, the subject is free, 
however apparently within the sipirt of the law the case 
might otherwise appear to be. 


The Bureau has ruled under the 1918 Act that a 
loss from the sale of capital assets must be excluded 
in computing the specific net loss described in the 
section.” This ruling likewise rests on Article 1601, 
and on the further ground that Congress, by spe- 
cifically allowing in paragraph (2) of subdivision (a) 
net losses resulting from the sale of war assets, evi- 
dently did not intend to allow net losses resulting 
from the sale of any other kind of assets. The 
principle of statutory construction that the men- 
tion of one thing is the exclusion of other things 
is invoked. It is submitted that this principle is 
not applicable. Unlike paragraph (1), paragraph 
(2) does not relate to business losses at all. Hence 
it can have no effect upon paragraph (1). It relates 
to isolated transactions. It really provides that the 
net loss may result from the sale of war assets 
whether or not resulting from the operation of any 
business regularly carried on by the taxpayer. If a 
farmer agreed to accept in a trade either (a) 5 pigs 
or (b) 3 white sheep, certainly no inference could 
arise that he was unwilling to accept black pigs. 
See footnote 5(b) on next page. 


The 1921 Act 
In the Revenue Act of 1921 the net loss provision 
also appears as Section 204. The depression of the 
post-war period having passed, the paragraph allow- 
°1 B. T. A. 1062. 


*L. 4 H. L.. 100, 122. 
*.. tT 1401, 1-2 C. B. 32. 
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ing individuals not engaged in business to take ad- 
vantage of losses on war assets was dropped. This 
fact, coupled’ with the continuance of the portion 
covering ordinary business losses, of course shows 
that the provision had found favor, and that Con- 
gress had decided to adopt it as a limited averaging 
scheme in normal business years. 

It appears that in order to make it perfectly clear 
in that Act what was meant by the word “operation” 
Congress added parenthetically : 

(including losses sustained from the sale or other dispo- 
sition of real estate, machinery and other capital assets, 
used in the conduct of such trade or business); 

The insertion of these words by way of parenthe- 
sis, it is submitted, does not really enlarge the sense 
in which Congress intended to use the word “opera- 
tion” in the 1918 Act. It is believed that the word 
is used strictly in the popular sense, as in the Rev- 
enue Act of 1918. It is a patent fact that words 
used parenthetically are generally considered as 
redundant and merely explanatory of the meaning 
we have intended to convey by the preceding words. 
Evidently, Congress intended to spell out the mean- 
ing of the word so that there could be no mistake. 
It seems difficult to find the expression of a new 
purpose in words so inserted, particularly in this 
instance. A change of language in the revision of a 
statute does not necessarily indicate a change of 
legislature will. The modification may be attrib- 
uted to a desire for greater conciseness or simplicity 


of language.* Considering the corresponding provi- _ 


sions in the 1918 and 1921 Acts as in, part materia, 
and in view of the continuation of the same word 
in the latter Act, it is submitted that the same mean- 
ing should be attached to “operation”'in both Acts. 

There are, however, several substantial changes in 
the provision embodied in the 1921 Act. The com- 
putation of the specific net loss is made more com- 
plicated by eliminating several of the deductions 
allowed by Sections 214 or 234. But since the in- 
clusion of losses on the sale of business assets was 
expressly provided for, the Bureau made no attempt 
in Regulations 62 to require that every loss- be an 
operating loss. The Regulations merely repeat the 
language of the Act. 

A peculiarity in the method of applying the net 
loss under both the 1918 and 1921 Acts is to be 


8 St. George v. Rockland (Me.) 35 Atl. 1033; Lewis Sutherland Stat- 
utory Construction, Vol. 2 (2nd Edition), Sec. 462, p. 780. 

5(b) In the case of Auburn and Alton Coal Company v. The United 
States, decided by the Court of Claims January 18, 1926, it was held 
that a loss resulting from the sale, in liquidation of a business, of all 
its assets (which were not “war assets’) did not constitute a net loss 
deductible from the income of the preceding year under Section 204 of 
the 1918 Act. Although the court states as one reason for arriving at 
this conclusion that it would be straining the regularly accepted meaning 
of the words “operation of any business regularly carried on’ to say 
that such a loss was incurred through the taxpayer’s sale of all its 
properties, resulting in a suspension of business; yet the decision appar- 
ently rests on the ground that parts (1) and (2) of paragraph (a). are 
in the alternative, and that a loss from the sale of a “plant, buildings, 
machinery, equipment, or other facilities’? was not intended to be cov- 
ered by the expression ‘“‘net loss” * * resulting from the opera- 
tion of any business regularly carried on.” 

he opinion does not consider the fact that the selling price of 
assets used in carrying on any business would doubtless have been as 
much affected by the depression following the Armistice which Section 
204 was intended to relieve as would the selling price of the articles 
produced with the assets and dealt in by the business. The provision 
does not seem to have been liberally construed as a relief measure. 
Considering the ipospner of the Section, it may well be doubted that 
Congress attached any importance to the word “operation.” See the 
report of Mr. Kitchin, quoted above, in which, he omitted the word 
altogether. However, it is of course true that if the meaning of the 
word, as used, is clear, then there is no room for construction and the 
intent of Congress must be gathered exclusively from the. words used 
in the section. . 
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noted. It is deducted from the net income (as a 
credit) of the first year, with the excess allowed as 
a deduction in computing the net income of the sec- 
ond year. The reason for the variation indicated by 
the bold-faced words cannot be found. Since the 
varying language appears in the same sentence in 
the 1921 Act, so that the change in phraseology 
immediately strikes the attention of a casual reader, 
it is not seen how the language can be modified by 
construction for the sake of uniformity. However 
since there were no war-profits or excess-profits 
taxes for 1922, the method of applying the net loss 
of 1921 would seem to be important only in that it 
might have the effect of depriving a corporation of 
the $2,000 credit provided by Section 236 (b).® 


The 1924 Act 


In the Revenue Act of 1924 the net loss provision 
is found in Section 206. The language used is essen- 
tially different from that of the 1921 Act. It is be- 
lieved, however, that this was due to a desire to 
clarify the section rather than to effect any radical 
departure from the former method of computing the 
specific net loss chargeable against the net income 


of succeeding years. It is provided in part that: 


(a) As used in this section the term “net loss” means 
the excess of the deductions allowed by Section 214 or 234 
over the gross income with the following exceptions and 
limitations: 

(1) Deductions otherwise allowed by law not attribut- 
able to the operation of a trade or business regularly car- 
ried on by the taxpayer shall be allowed only to the extent 
of the gross income not derived from such trade or busi- 
ness; 

(2) In the case of a taxpayer-other than a corporation, 
deductions for capital losses otherwise allowed by law 
shall be allowed only to the extent.of the capital gains; 

(3) The deduction for depletion shall not exceed the 
amount which would be allowable if computed without ref- 
erence to discovery value; 

(4) The deduction provided for in paragraph (6) of sub- 
division (a) of Section 234 of amounts received as divi- 
dends shall not be allowed; ; : 

(5) There shall be included in' computing gross income 
the amount of interest received free from tax under this 
title, decreased by the amount of interest paid or accrued 
and losses sustained which is not allowed as a deduction by 
paragraph (2) of subdivision (a) of Section 214 or by para- 
graph (2) of subdivision (a) of Section 234. (Blackface 
ours.) ‘ spr 
Paragraphs (3), (4) and (5) are continued in 
practically the same words from Section 204 (a) 
of the 1921 Act and seem to present no difficulty, 
except that the meaning of the words “and losses 
sustained,” bold-faced in paragraph (5), is unknown, 
since no losses are allowed by Section 214 (a) (2) 
or Section 234 (a) (2). It is believed that the words 
were inserted by mistake. The Regulations omit 
them, and they have also been omitted in the draft 
of the “Revenue Act of 1926.” Paragraph (2) is 
new. It excludes any deduction by a business, not 
a corporation, for “capital losses,” which term nec- 
essarily has the meaning given it in Section 208 (a). 
There a “capital loss” is defined (“for the purposes 
of this title”) as a deductible loss resulting from 
the sale or exchange of capital assets, the term 
“capital assets” meaning property held by the tax- 
payer for more than two years (whether or not con- 


(Continued on page 118) 





®See Appeal of American Varnish cong. Board of Tax Appeals, 
Decision No. 595, Docket No. 2253, 2 B. T. A. 201. 
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between direct and indirect taxes as contem- 

plated by the Constitution was not settled satis- 
factorily by the courts during the first century of 
our constitutional history.’ It remained for the Su- 
preme Court to set the question at rest in 1895 in 
the famous case of Pollock v. Farmers’ Loan and 
Trust Company.’ 

This case arose under the Act 
of August 15, 1894, which imposed 
a tax “upon the gains, profits and 
income received in the preceding 
calendar year by every citizen of 
the United States, whether resid- 
ing at home or abroad, and every 
person residing therein, whether 
said gains, profits or income be 
derived from any kind of property, 
rents, interest, dividends or sal- 
aries, or from any profession, 
trade, employment or vocation 
carried on in the United States, 
or elsewhere, or from any other 
source whatever * * *.” 

The constitutionality of the 
Act was attacked on the ground 
that it imposed a tax on the in- 
come from realty and personalty 
without apportionment among the 
several states pursuant to the 
Constitution. It was argued by 
the plaintiff that a tax on the in- 
come from realty or personalty 
was equivalent to a tax on the realty or personalty 
itself; that a tax on realty or personalty was a 
direct tax; and, therefore, that a tax on the income 
therefrom was a direct tax. It was argued by the 
government that the tax imposed was an excise or 
duty and that the Act should be upheld unless the 
court were willing to hold that five of its former de- 
cisions were erroneous and should be reversed. 

In approaching the question, the court reviewed 
the historical circumstances attending the framing 
and adoption of the Constitution and adverted. to 
the debates of Congress when the Act of June 5, 
1894, was being enacted. 


| a former article we stated that the distinction 





1“Direct and Indirect Taxes as Contemplated by the Constitution,” 
National Income Tax Magazine, October, 1925. 

2157 U. S. 429, 158 U. S. 601. 

* Of the Washington, D. C. Bar, Co-Author of Barton & Browning's 
“Federal Income and Estate Tax Laws, Correlated and Annotated.” 

* Another question not pertinent to this discussion was whether the 
Act was constitutional in so far as it imposed a tax on the income 
from municipal bonds. 

#3 Dall. 171. 

57 Wall. 433. 

*8 Wall. 533. 

723 Wall. 331. 

*102 U. S. 586. 
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The cases chiefly relied upon by the government, 
were Hylton v. United States,* Pacific Insurance Com- 
pany v. Soule,’ Veazie Bank v. Fenno,® Scholey v. 
Rew,’ and Springer v. United States.2 In these cases 
the court had stated per dicta that direct taxes as 
contemplated by the Constitution included only 


taxes on land and capitation taxes. In the case of 
Springer v. United States, supra, 
the court had held that the tax im- 
posed by the Act of March 3, 
1865, “upon the annual gains, 
profits and income of every per- 
son * * whether derived from 
any kind of property, rents, inter- 
est, dividends or salaries” was an 
excise or duty and, therefore, con- 
stitutional. 

One of the preliminary ques- 
tions for the court to decide in the 
Pollock case was whether the rule 
stare decisis applied. Anything 
that had been said in the earlier 
cases to the effect that direct tax- 
es included only taxes on real es- 
tate and capitation taxes was 
mere dictum and not binding on 
the court in the Pollock case. 

This, however, did not dispose 
of the Springer case. That was 
an action of ejectment brought on 
a tax deed issued to the United 
States on the sale of the defend- 
ant’s real estate for income taxes. 
The defendant contended that the deed was void be- 
cause the tax was a direct tax and not levied ac- 
cording to the rule of apportionment. The original 
record disclosed that no part of the taxpayer’s in- 
come was from real estate; that a part was derived 
from the practice of the law, and a part as interest 
from United-States bonds. The latter, of course, 
was income from personalty so was a part of the 
income in the Pollock case. 

In the Springer case the court had concluded: 

Our conclusions are, that direct taxes, within the mean- 
ing of the Constitution, are only capitation taxes, as ex- 
pressed in that instrument, and taxes on real estate; and 
that the tax of which the plaintiff in error complains is 
within the category of an excise or duty. 

In referring to this language, the court in the 
Pollock case stated that while the language used 
was broad enough to cover the interest from United 
States bonds as well as the professional earnings, 
the validity of the tax as to either would have been 
sufficient to support the deed on which the action 
of ejectment was predicated. 

The court thereupon concluded that in all of the 
cases from that of Hylton to that of Springer, it had 
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been conceded that taxes on land were direct 
taxes; that in none of the cases had it been decided 
that taxes on rents or income derived from land 
were not direct taxes; and that in none of the cases 
had the question been discussed as to whether a tax 
on the income from personalty was equivalent to a 
tax on the personalty itself. The rule stare decisis, 
therefore, did not apply. 

Was a tax on the income from realty equivalent 
to a tax on the realty itself? In considering this 
question the court adverted to various decisions of 
the Supreme Court wherein it was held that a tax 
on the occupation of an importer was equivalent to 
a tax on imports themselves ;™ that a tax on the 
income from United States securities was equiva- 
lent to a tax on the securities themselves ;'? that a 
tax on the income of an officer was equivalent to a 
tax on the office itself ;'* that a tax on a bill of lad- 
ing was equivalent to a tax on the articles which it 
represented ;* that a tax on the interest from bonds 
was equivalent to a tax on the bonds themselves ;*® 
that a tax on the amount of sales of goods sold by 
an auctioneer was equivalent to a tax on the goods 
themselves ;'* and that a tax on the income from 
United States commerce was the same as a tax on 
the commerce itself..7. The court further pointed 
out that under well established law a devise or con- 
veyance of the rents, profits or income from land 
constituted a devise or conveyance of the land it- 
self.1® 

It was, therefore, held that an income tax on the 
income from realty was the same as a tax on the 
realty itself, and that inasmuch as a tax on realty 
was a direct tax, a tax on the income therefrom 
was a direct tax also. In so far as the act applied 
to the income from realty, it was held to be uncon- 
stitutional. Mr. Justice White and Mr. Justice 
Harlan dissented, and Mr. Justice Jackson was ab- 
sent on account of illness. On the question of 
whether a tax on the income from personal property 
was a direct tax, the court was evenly divided. 

Counsel for the plaintiff took advantage of the 


equal division of the court on this question and ap- 
plied for a rehearing. The government acquiesced 
but asked the court to order the rehearing to cover 
both questions,—the one which was decided as well 
as the one which was not. This was done. The re- 
hearing was before a full bench, Mr. Justice Jack- 
son having improved sufficiently, although he died 
a few months later. 

In reconsidering the questions the court stated 
in part: - 

We know of no reason for holding otherwise than that 
the words “direct taxes” on the one hand, and “duties, im- 
posts and excises,” on the other, were used in the consti- 
tution in their natural and obvious sense. Nor, in arriving 
at what those terms,embrace, do we perceive any ground 
for enlarging them béyond, or narrowing them within, their 


natural and obvious import at the time the constitution was 
framed and ratified. 





11 Brown v. Maryland, 12 Wheat 419. 

12 Weston v. City Counsel, 2 Pet. 449. 

18 Dobbins v. Commissioner, 16 Pet. 435. 

%* Almy v. California, 24 Howard 169. 

13R,. R. Co. v. Jackson, 7 Wall. 262. 

% Cook v. Pennsylvania, 597 U. S. 566. 

% Philadelphia and S. S. S. Co. v. Pennsylvania, 122 U. S. 326. 

18 Co. Lit. 45; 1 Jarm. Wills (5th Ed.), 798. : 

%® Warren’s “The Supreme Court in United States History,” Vol. 3, 
p. 421. 
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This was in answer to the dissenting opinions of 
Mr. Justice White and Mr. Justice Harlan and the 
argument of counsel for the government that the 
framers of the constitution had repudiated the eco- 
nomic definition of these terms and had attached to 
them a special meaning at the time the Constitution 
was adopted. 

With the natural and obvious meaning of the 
terms in mind, the court asked whether there was 
any logical basis for holding that a tax on real 
estate belonged to one classification and a tax on the 
income or rents therefrom to another, and then pro- 
ceeded to answer the question: 


There can be but one answer unless the constitutional 
restriction is to be treated as utterly illusory and futile, and 
the object of its framers defeated. We find it impossible 
to hold that a fundamental requisition, deemed so important 
as to be enforced by two provisions, one affirmative and one 
negative, can be refined away by forced distinctions between 


that which gives value to the property and the property : 
itself. 


Nor can we perceive any ground why the same reasoning 
does not apply to capital in personalty held for the purpose 


of income or ordinarily yielding income, and to the income 
therefrom. 


The court was careful to limit the scope of its 


decision in the following words to the specific ques- 
tions raised: 


We have considered the act only in respect of the tax on 
income derived from real estate and from invested personal 
property, and have not commented on so much of it as bears 
on gains or profits from business, privileges, or employ- 
ments, in view of the instances in which taxation on busi- 
ness, privilegés, or employments has assumed the guise of 
an excise tax and been sustained as such. 


Shift of Vote Criticized 


The action of the court in declaring the act un- 
constitutional provoked very bitter criticism against 
the supreme tribunal. This was in part induced by 
the fact that Mr. Justice Shiras changed his mind 
after the original decision and voted with the major- 
ity on the final decision in holding the act void. 
Mr. Justice Jackson, who was not present at the 
original hearing, dissented, but the action of Mr. 
Justice Shiras in changing his mind resulted in a 
five to four decision against the validity of the act.”° 

Notwithstanding the criticism of the court the 
decision was unquestionably sound. The question 
was settled definitely that a tax on realty or per- 
sonalty or on. the income from realty or personalty 
was a direct tax which was required to be laid ac- 
cording to the rule of apportionment. The court 
did not hold that Congress had no power to lay a 
tax on the income from realty or personalty. This 
power Congress always has had. The decision was 
to the effect merely that in laying such tax the rule 
of apportionment and not the rule of uniformity 
applied. The court refused to pass on the question 
of whether a tax on the income from business, privi- 
leges or employments was a direct tax or an excise, 
but there was a strong intimation that it was an 
excise. This was later reiterated in the case of 
Flint v. Stone Tracy Company.”* 

The result of the Pollock decision was for all prac- 
tical purposes to defeat the income tax. The laying 

- (Continued on page 107) 


2 Warren’s “The Supreme Court in United State History,” Vol. 3, 
p. 422. 
21220 U. S. 107. 











The Proposed Tax Amendment to 
Illinois’ Constitution 


By Harry EUGENE KELLY* 


T the general election in November, 1926, IIli- 
nois electors will have the opportunity of 
casting a ballot containing a proposal to 

amend the revenue article of the state constitution. 
The proposed amendment was submitted by the 
General Assembly last June. The importance of its 
provisions justifies its immediate consideration. Its 
designed effect and its method 
may be more clearly stated by in- 
formal explanation than by quot- 
ing its exact words. 


The existing constitution re- 
quires that all kinds of real and 
personal property be taxed uni- 
formly, that is, at the same rate on 
their values. This method of tax- 
ation may have been expedient at 
the time of the adoption of the 
constitution in 1870, when most 
of the personal property in the 
state was within view of the as- 
sessor, could easily be valued on 
his books, and could be subjected 
justly to a uniform rate. But 
lately much of the personal prop- 
erty in the state has been of a 
kind easily concealed from the 
assessor, successfully withheld 
from taxation, and not subject to 
the application of the uniform rate 
without confiscating its proceeds. 
Therefore, much of the personal property of the 
state has escaped taxation and has not borne, along 
with real property and some other kinds of personal 
property, its share in the production of necessary 
public revenues. 

Much more of the total wealth of the state is now 
in the form of personal property than it was in 1870; 
and most of the personal property is now of a kind 
that in 1870 existed only in small amounts, such as 
corporate securities. Moreover, such personal prop- 
erty is commonly of a fixed or rigid assessable value, 
and yields a small rate of return. 

The proportionately progressive reduction of the 
total amount of assessable personal property has 
caused an increase in the uniform rate, because the 
rate has been adjusted with the purpose of produc- 
ing a certain total amount of revenue. The higher 
the rate has become the more burdensome it has 
become on this personal property of fixed or rigid 
value and small rate of return. Consequently, the 
natural disposition of men to conceal personal prop- 
erty has been augmented by the confiscatory rate 
applicable to some kinds of personal property dis- 
closed for taxation, and taxing authorities naturally 

* Of the Chicago Bar. 
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have been loath to resort to any power which they 
may have had to enforce disclosure of some kinds of 
personal property and thereby confiscate their pro- 
ceeds by the process of taxation. 

Therefore, the question has been: How may per- 
sonal property be made to bear its proper share of 
the expense of government? The commonly sug- 
gested remedy has been that of 
giving the legislature power to 
impose different rates of taxation, 
so that appropriate rates could be 
applied to the various kinds of 
property according to their na- 
ture. The theory of this remedy 
is that the owners of easily con- 
cealed personal property would 
list it for taxation, and that its 
listing for taxation would be vig- 
orously enforced by the taxing 
authorities, if the rate applicable’ 
to it should not be confiscatory 
but reasonable. 


To some extent this theory is 
doubtless more optimistic than 
actual conditions warrant, be- 
cause it leaves out of count not 
only the disposition but the de- 
termination of many persons to 
pay no tax that is avoidable by 
any means. It may be admitted, 
however, that considerable addi- 
tional property would be brought under taxation by 
the adoption of reasonable rates of taxation thereon. 


The proposed amendment to the constitution 
embodies this remedy, and would vest power in the 
legislature to tax without uniformity, that is, with- 
out taxing all kinds of property at the same rate. 
For instance, under the proposed amendment it 
would be possible to tax real property at one rate 
and some kinds of personal property, like mortgages 
or promissory notes, at a different rate. The appli- 
cation of a just rate to every kind of personal prop- 
erty could be relied upon in part to induce owners 
of concealed personal property to list it for taxa- 
tion, and in part to induce taxing authorities to en- 
force the disclosure of it for taxation. It is to be 
observed that the proposed amendment does not act- 


ually fix any rate, but grants to the legislature 
power to do so. 


Moreover, under the proposed amendment the 
legislature would have specific power to levy an 
income tax. The proposed amendment would not 
by its own force levy such a tax, but would give the 
legislature power to do so. Whether the legislature 
now has such a power, and, if so, under what re- 
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strictions and conditions, is regarded as debatable. 

The proposed amendment would relieve the legis- 
lature of four certain specific limitations now im- 
posed by the constitution upon its action: 

(1) The requirement that the same rate be ap- 
plied uniformly to all kinds of property would be 
repealed. 

(2) Existing exemptions from taxation, viz., the 
property of the state, of the counties and of the 
other municipal corporations, and that used exclu- 
sively for agricultural and horticultural societies, 
and for school, religious, cemetery and charitable 
purposes, would be retained as they are now; but 
other exemptions could be made by the legislature. 
Under the existing constitution any possible income 
tax would have to be in addition to all other taxes. 
The provision for other exemptions was added to 
permit the legislature in taxing incomes to allow 
exemptions, or deductions and credits, of other taxes. 

(3) In providing for taxation by municipal cor- 
porations for all corporate purposes, uniformity in 
respect to persons and property would not have to 
be observed. 

(4) In levying taxes on property within the ter- 
ritorial limits of municipal corporations for the pay- 
ment of their debts uniformity as to persons and 
property would not have to be observed. 

The section of the present constitution affected by 
(4), in addition to its uniformity limitation, contains 
this sentence: “Private property shall not be liable 
to be taken or sold for the payment of the corporate 
debts of a municipal corporation.” Is there any 
ground, as some persons have intimated, for think- 
ing that the legislature would be authorized under 
the proposed amendment with respect to this sec- 
tion to make private property liable to be taken and 
sold for the payment of debts of a municipal corpora- 
tion? 

Apparently not. Not now stopping to consider 
whether without this provision in the section pri- 
vate property could be made liable for the payment 
of the corporate debts of a municipal corporation, 
we must observe that it is only the limitation on 
taxation in this section that is abandoned by the 
proposed amendment, and that the provision with 
reference to subjecting private property to the pay- 
ment of the corporate debts of a municipal corpora- 
tion is not such a limitation, and that, therefore, it 
would remain unaffected by the proposed amend- 
ment. Moreover, the Supreme Court would un- 
doubtedly hold that the proposed amendment was 
intended to modify only the provision of that sec- 
tion relative to uniformity, and, therefore, was not 
intended to affect the sentence relative to the sub- 
jection of private property to the debts of a munici- 
pal corporation, because the campaign for the pro- 
posed amendment, having been directed almost 
entirely toward the uniformity provisions of the con- 
stitution, and not at all toward the provision relative 
to the subjection of private property for the pay- 
ment of the debts of a municipal corporation, would 
apparently necessitate such an interpretation of it. 

The chief argument in favor of the proposed 
amendment is the increased power that it would 
give the legislature to change taxation laws from 
time to time according to the needs of the people, 
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free from the restrictions that now prevent reforms 
in taxation deemed necessary. 


The chief argument against the proposed amend- 
ment is the increased power that the legislature 
would have under it to levy taxes, free from the con- 
stitutional restrictions mentioned, with the possibil- 
ity that the power might be unwisely, oppressively, 
or otherwise improperly, used. In framing the pro- 
posed amendment the legislature attempted to pre- 
vent such misuse of it, and to overcome the fears 
thereof, by providing that a bill could become a law 
under it only by the concurrence of two-thirds of 
the members of each house of the legislature. The 
answer will be made to this that, if a bad law should 
be passed, it would require two-thirds of the mem- 
bers of each house to repeal it. 

Will the need for reform in taxation overcome 
fears of unwise, oppressive, or otherwise improper, 
legislation under the proposed amendment? 

In the last analysis it is a question of having con- 
fidence that at least one-third and one more of the 
members of one of the houses of the legislature could 
always be depended upon to see that no bill would 
be passed creating actually oppressive taxes, or that, 
if passed, two-thirds of the members of both of the 


houses could always be depended upon to repeal 
them. 


Guaranty Construction Company Decision 
Nullified by New Law 


LL hope by corporations for refunds of excess 

profits taxes for prior years given by the 
decision of the Board of Tax Appeals in the Appeal 
of the Guaranty Construction Company must be 
buried as a consequence of Section 1207 of the 
Revenue Act of 1926, which provides: 

The computation of invested capital for any taxable year 
under the Revenue Act of 1917, the Revenue Act of 1918, 
and the Revenue Act of 1921, in the case of a taxpayer 
whose books of account were kept on the accrual basis, 
shall be considered as having been correctly made, so far 
as relating to the inclusion in invested capital for such years 
of income, war profits, or excess profits taxes for the pre- 
ceding year, if made in accordance with the regulations in 
force in respect of such taxable year applicable to the rela- 
tionship between invested capital of one year and taxes for 
the preceding year. 


The Board of Tax Appeals in the Guaranty 
Company decision took the position that income 
taxes and profits taxes are a current annual expense, 
accruing only when due and payable, and that 
therefore surplus at the beginning of any taxable 
year may not be reduced in computing invested 
capital on account of taxes payable within the year 
upon the income of a preceding year. This was 
contrary to the rule followed in regulations, and 
would for many corporations have decreased the 
invested capital in the high tax years and thus have 
resulted in excessive tax payments for some of the 
prior years. Many claims for refund of taxes based 
upon application of the rule adopted in the Guaranty 
decision have been filed. 

Prior to the enactment of the new law, the 
Government contended that the Supreme Court in 
effect overruled the principle which the Board of 
Tax Appeals followed as to when taxes accrued by 
the decision in United States v. The Yale & Towne 
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Manufacturing Company that munitions taxes paid 
in 1917 for the year 1916 by a taxpayer keeping 
its books on the accrual basis, and accrued on the 
books of the taxpayer for 1916 are deductible on the 
income tax return for 1916, since in the economic 
and bookkeeping sense such taxes accrued in 1916. 

While Section 1207 of the Act of 1926 validates 
the rule followed by the Treasury Department in 
adjusting invested capital for taxes, and thereby 
disallowes claims for refunds under the Guaranty 
Construction Company decision of the Board of 
Tax Appeals, at the same time it operates as a bene- 
fit to corporations which would have been subject 
to additional taxes by application of the view taken 
by the Treasury Department, after the Supreme 
Court decision in the Towne Manufacturing case, 
which was that the invested capital of the taxpayer 
would have to be reduced by the entire amount of 
taxes paid for the preceding year, instead of the 
proportionate reduction followed in the regulations. 


Corporation Liquidation and Installment 
Sales Features of Act of 1926 


HE elimination of the retroactive increase of the 
. tax on corporate liquidations and the statutory 
validation of the installment method of reporting 
income on installment sales are of widespread bene- 
fit to taxpayers. Both of these measures were ac- 
tively supported by this magazine through publica- 
tion of special articles and otherwise, in exposition 
of their justification from the point of view both of 
the taxpayer and the Treasury Department. 

A particularly objectionable feature of the House 
bill provided that if a corporation cancels or 
redeems its stock (whether or not such stock was 
issued as a stock dividend) at such time and in 
such manner as to make the distribution and cancel- 
lation or redemption in whole or in part essentially 
equivalent to a taxable dividend, the amount so dis- 
tributed in redemption or cancellation of the stock. 
to the extent that it represents a distribution of 
earnings or profits accumulated after February 28, 
1913, shall be treated as a taxable dividend. In 
the January issue of this magazine an exposition of 
the injustice of the retroactive effect of the above 
provision was made in an article by Mr. Arnold 
R. Baar of Chicago. 

The Senate Finance Committee remedied the 
measure by the insertion of a clause providing that 
in the case of the cancellation of stock not issued as 
a stock dividend the above rule is to apply only if 
the cancellation or redemption is made after 
January 1, 1926. This amendment was enacted into 
law. 

At various times our readers have been ac- 
quainted with the confusing situation resulting from 
the decision of the Board of Tax Appeals in the 
Appeal of B. B. Todd, Inc. holding that the install- 
ment method of reporting income is not authorized 
by the Revenue Act of 1918. Since express 
provision was given in none of the other revenue 
laws, there was doubt, prior to the enactment of 
the Act of 1926, as to the validity of the install- 
ment method of reporting income under any of the 
laws. 
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This doubt was not only dispelled by Section 212 
(d) of the Revenue Act of 1926, which applies retro- 
actively under the Acts of 1916, 1917, 1918, 1921 
and 1924, but the statutory rule governing the items 
that shall be included as “initial payments,” in 
determining classification of casual sales of per- 
sonal property or sales of real estate, has been so 
liberalized that in many instances, where, under 
Treasury Department regulations, permission to 
report profits on the installment basis has been 
denied, taxpayers will have grounds for refunds for 
past years. Details of the new installment sales 
provision are given at page 91 of this issue. 


State and Local Taxation to Be Considered 
by United States Chamber of Commerce 


TATE and local taxation problems, as well as 

Federal tax issues, are to be given considera- 

tion henceforth by the Chamber of Commerce of the 
United States. 


John W. O’Leary, president of the organization, 
has sent an announcement to the membership of the 
extended activities, which, in part, says: 


The importance of the Chamber undertaking need hardly 
be stressed in these days when we are so conscious of the 
burden of taxation. The general problem clearly requires 
the careful consideration of business men. For instance, 
what are the effects of the situation that corporate busi- 
ness today is paying to government (Federal, state and 
local) more than one cent in taxes for every three cents 
it is allowed to retain for surplus and dividends? This is 
only one of numerous aspects of the broad problem that 
should engage our attention. 

The Chamber is aware that in the field of state and local 
taxation there are many difficult situations. Too much 
should not be expected of its new activity. A condition 
which is peculiar to a few communities or affects a com- 
paratively limited number of individuals cannot be given 
major consideration. Care must be exercised not to con- 
travene the jurisdictions of member organizations. In the 
face of perplexities, however, it would appear from studies 
that the Committee on Taxation already has made that 
there are constructive and conservative recommendations 
which the Chamber can bring to the attention of all 
business. 

The Chamber Committee on Taxation is requesting the 
practical assistance and advice of the trade associations 
and local chambers of commerce that comprise our organ- 
ization membership. The Committee has asked to be in- 
formed as to the state and local taxation problems that 
have engaged the attention of these organization members, 
the proposals they have made, the methods of effectuating 
the conclusions they have adopted, and the results they 
have secured. 

Members can depend upon the National Chamber going 
into this field with the thoroughness and care which its 
importance demands. Doubtless, you will desire to con- 
sider requests for support of various taxation projects in 
the light of the Chamber’s interest and activity. 


Separate Return—A married woman in the State of 
Florida is entitled to file a separate return of wages and 
earnings from any employment separate from her husband. 
She is not entitled to report as ier income any part of her 


husband’s income.—S. M. 4946; 2578. 


Estates and Trusts.—Where a will passes the legal title 
to testator’s real estate to his heirs, although complete con- 
trol over the property and its rents, property, etc., is given 
to trustees for a term of years, the trustees are not acting as 
agents but should file returns as fiduciaries of the income 
received from the property. (Applicable under Revenue 
Acts of 1918, 1921, and 1924 and preSiumably under the new 
law.) S. M. 4945; V-6-2579. 
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OLLOWING the highly-keyed battle over the World 

Court issue, and the more recent tax controversies, there 
is an air of relaxation on Capital Hill. Scores of lobbyists 
have packed their grips and left the city, some to make 
favorable reports and others merely to hold out the hope 
of better luck next time. 


Announcement by the Treasury Department of the date 
of issue of regulations in interpretation of the Act of 1926 
has not been made. There have been declarations that the 
new regulations would be available much sooner than 60 
days after the passage of the act, but this seems hardly 
probable in view of the care taken in preparation. In the 
past, tentative drafts have been submitted to outside special- 
ists, as many as thirty or forty, for criticism before the 
official regulations were adopted. 


In the case of prior acts, the time intervening between 
the enactment of each act and the issue of regulations ap- 
plying thereto has been as follows: Act of 1913, three 
months; Act of 1917, four months; Act of 1918, fifty-two 
days; Act of 1921, eighty-four days; Act of 1924, four 
months. 


Statistical evidence of the proportion of business income 
paid out in taxes may be obtained by sending to the Na- 
tional Industrial Conterence Board, 247 Park Avenue, for 
a copy of its recent report, based on data to the end of the 
year 1923, entitled, Cost of Government in the United States. 


Of the corporations included in this comprehensive study, 
the average outlay for taxes, Federal, state, and municipal, 
was 27.7 per cent of net income. Another comparison made 
shows taxes to have amounted to 61.7 per cent of the 
amount paid to stockholders in cash dividends. The latter 
comparison is not fully representative of the. relative 
amounts paid in taxes and the actual returns to stockhold- 
ers on account of the tendency which has prevailed to 
make stock distributions in lieu of cash in order to spare 
affluent stockholders from the high surtaxes. 


In view of the large percentage of net earnings which 
the tax gatherer takes, it is not difficult to understand why 
there is so much current interest in tax matters. The bur- 
den of taxes is, however, easy to exaggerate if improper 
credit is given to the benefits received by business from 
government. The cost of maintaining schools, public 
health, enforcement of law, etc., are indirect and intangible 
benefits that the business man might reasonably have diffi- 
culty in appraising in terms of dollars and cents, but preser- 
vation of property rights, fire protection, police protection, 
subsidies from the tariff, patent, trade mark and copyright 
protection, and special privileges of many kinds not ordi- 
narily shared by the wage earner are definite credits to be 
set against the tax debits. One has only to remember what 
happened to Russia when the machinery of stable govern- 
ment collapsed to appreciate that even considering a con- 
siderable amount of waste and extravagance in our public 
expenditures, the amount paid out in taxes has its compen- 
sating returns. Furthermore, a tax on one business, may be 
a direct business benefit to another, as when hard roads, 
sewers, bridges, public buildings and other capital expendi- 
tures are financed from taxation. The public expenditures 
in such forms are an immediate benefit to the industries 
furnishing the materials and supplies, and in the case of 
such improvements as hard roads and bridges are a per- 


THE NATIONAL INCOME TAX MAGAZINE 101 


manent benefit to other business interests as well. More- 
over, even when government expenditures are not for capi- 
tal items, the funds go into consumption and stimulate 
business. There is as much reason to believe that business 
depression result from under consumption as over-produc- 
tion, in so far as those two concepts are disassociated from 
other relevant factors; for that reason, and because of the 
tangible and intangible benefits of the maintenance of pub- 
lic enterprises, above suggested, it would be a gigantic task 
to demonstrate precisely to what extent taxes paid by either 
corporations or individuals are in fact a net loss. Merely to 
state that so many millions or billions of dollars have been 
paid out in taxes, without considering at the same time the 
compensating returns for the money spent, cannot conceiv- 
ably show the measure of the burden of taxes. 


The termination of the tax reduction agitation has failed 


‘to disclose the mysterious distinction that has been drawn 


between tax reduction and tax “reform.” As nearly as can 
be made out from contact with tax lobbyists in Washing- 
ton, the differentiation to everyone whom we have met was 
something like this. If a tax measure leaves my tax liabil- 
ity the same, but reduces that of someone else, tax reduc- 
tion only has been achieved. On the other hand, if Con- 
gress hands me a substantial tax rebate, regardless of how 
others are affected, that is tax reform. There is, according- 
ly, over a billion dollars worth of tax reform in income 
taxation alone yet to be realized. 


During the Federal estate tax debate in the House of 
Representatives, there was cause for suspicion at times when 
representatives from Florida held the floor that they were 
realty salesmen in disguise. There was, for example, the 
speech by Representative Green of Florida, purporting to 
concern itself with the Federal estate tax, which, as re- 


pretee by the Congressional Record, was in part as fol- 
ows: 


Mr. Green of Florida: “Is it-equitable and just that you 
should force this upon the people of Florida, a state which 
is large in proportion, having 58,000 square miles—as large 
as New York, Massachusetts, and Rhode Island together; a 
state which produces enough vegetables and enough eatable 
products to feed the city of New York? 

“There where the watermelon and the strawberry trans- 
form the midnight dew into luscious red juice; there where 
the springs gush forth that transparent and God-given fluid, 
sparkling with purity and virtue, the only proper drink for 
an American citizen, but if there be those of a grosser appe- 
tite who want to violate the Constitution of America, there 
is Bimini, only an hour or two away. 


“My fellow members, I know that of old, Cecila and Ser- 
aphs were fascinated and men were enraptured; I know 
Timotheus, with magic strain, led rocks, trees and beasts 
to follow him; I know that the notes of Orpheus entranced 
them and enthralled the underworld and caused the gods to 
gaze thereon with envy, and I know. that David drew from 
his harp a chord which swept the gloom from the brow 
of Saul and flooded Israel’s palaces with music and laugh- 
ter. 


“But if all these were mingled in a single rhapsody too 
great for the hand of mortal man, it would not equal the 
majesty and splendor of ‘Old Swanee River’ played on the 
ukulele and hummed by the bright-eyed Florida maidens 
underneath the sweet magnolia trees, with the soothing 
odor gushing forth in a blazing November moonlight and 





The Chairman: “The time of the gentleman from Flor- 
ida has expired.” 


Mr. Garner of Texas: “I yield to the gentleman two 
minutes.” 


_The extra two minutes Mr. Green devoted to a discus- 
sion of the tax. 


In view of the confusing claims by proponents and op- 
ponents of the Federal estate tax as to how much revenue 
would have been lost from its entire repeal, the layman can 
perhaps come within an approximate idea of the truth by 
reference to collections for past years. According to Treas- 
ury Department figures, estate taxes collected in 1925 were 
$110,758,984.66, as compared with $106,381,220.29 in 1924. 


waa Lia Ae GA Bet ai Aan DORMS 















































































102 





The comparative statement of the Internal Revenue 
Bureau ot the receipts ot the rederal government trom 
estate taxes tor the calendar years 1424 and 192» tollows: 


States - 1924 1925 
DE po ncchedeet paaaenen $ 522,865.81 $ 182,835.21 
WR oe cw cas Cao cea ea 13,375.10 134,993.73 
ME oe ale cis raawat 129,982.50 134,993.73 
RII coc ane cap cece mes 3,910,602.99 7,903,555.98 
En nw Le cibic wigaialed 609,959.57 737,151.53 
BE a 2,972,026.24 3,461,133.70 
ES 2 rar as ots:6) os etree a 68,703.62 56,243.57 
A Ed ime a ph aes a3 913,529.36 1,547,961.97 
EE ia) aa: 9 chon dec areee dace , wake 533,908.69 598,346.42 
SIE -0'0-4 0: 3-0 wa ere oleae nae 158,493.98 149,661.19 
MR de tastececersweenewad 3,037.92 28,599.07 
NEED :4 9 cise al bo aco rae ore 4,960,251.65 5,201,488.18 
EOE TET rT re 895,849.51 1,468,924.55 
Ahi tga ep ptt 520,151.84 "565, 385.39 
SI ca"c a a0 ah oft giants aba 417,994.25 309, 119.78 
ES ER are 1,563,645.47 385, 846.71 
ee et ae 474,821.32 834,705.74 

a be Ai ional eet teed 3,595,614.63 620,609.68 
ED on on ss chaiens haw e 1,979,677.28 1,360,263.86 
MUICTINEES, oo oe 019.0 «418 8,266,245.91 5,700,151.24 
SS ghee ea 4,663,947.90 4,026,719.74 
INI ona 9's x: SFu'a 6 anaseraals 1,292,554.95 847,141.68 
EE EEC ELL 176,621.60 161,194.51 
EE a cca icc eekc rears 1,514,515.29 868,450.78 
NON. iio, Shans cae Sak 19,826.55 151,666.40 
ee re 629,252.09 320,253.20 
See a 5,851.56 200.37 
New Hampshire ............ 431,342.91 432,262.53 
PM MENTE neo an okie ender edas 5,978,035.81 5,773,676.32 
UO, PROMICD. 45.6 < 05.0 0:0.60004% 5,164.71 3,970.70 
BOE DOR MOONS acicinobdrcee cus 11,189,069.73 18,265,764.50 
BE I i 0: '.00. 4 eesire ota 13,488,265.56 8,506,659.79 
Re ee aes 6,348,937.95 8,807,113.85 
14th NEW YOPE 20... cecccce 3,032,237.98 6,229,412.17 
ee ae: eee 767,708.82 1,273,218.06 
Path OW TOO .. 2 oe. ce fe ..  1,625,820.63 936,252.52 
THOSE CG WONINE 6. oc o-cce ces 258,376.13 2,566,504.95 
PRONE TOURS oo ccs one esse 22,859.67 59,730.18 
ee aera Sore care ore 4,511,794.94 2,654,632.18 
dlls AR ie LE 8 51,714.52 349,610.19 
SS rey fo 8 Be it 76,861.73 208,160.98 
WOME PIVNE i eb 12,751,703.34 10,037,158.19 
Rhode-Island ....5.......2. 616,328.95 1,110,041.55 
South Carolina .........0065 211,466.55 175,108.28 
South DeRota oie ce ecco 63,402.77 29,826.39 
IE ak Fae daclneaee ere 258,570.64 698,825.76 
ME Udit ev dbecbcbaetontins 33,137.46 109,530.34 
MME Bic ctoccaoeksn eet 1,317,861.41 1,627,460.31 
WRG * iii Blower Sade % 139,409.88 547,132.66 
LS Ser errs eee ey 347,810.25 710,832.76 
Washington, including 

Serre gidtdes 334,625.57 419,620.03 
Pe OBE 7H ITER 56.5 ns 55 od eee 369,385.15 673,034.94 
eS I ee rs 1,477,080.10 . 1,125,230.82 
WRI isso. ei each 58,819.55 11,482.01 

ME Sania seeabxesub on $106,381,220.20 $110,758,984.66 


Since the World War the Government has in the interest 
of economy chosen to defer consideration of new public 
building projects. Many replacements and new facil- 
ities are urgently needed. In response to an insistent de- 
mand from many parts of the country, the House has passed 
a bill providing for an expenditure of $165,000,000 for build- 
ing sites and new construction in cities throughout the coun- 
a The measure has the endorsement of the administra- 


“The bill differed from the discredited “pork barrel” type 
in not naming the projects or specifying the amounts to be 
spent, leaving the allocation of funds to the Treasury and 
Postoffice Departments. It is provided, however, that $50,- 
000,000 be spent in Washington to house Federal agencies, 
$15,000,000 for buildings. already authorized and $10,000,000 
for new buildings in various states. 


There has been much interest in Washington in the deci- 
sion by Judge Learned Hand, of the United States Dis- 
trict Court of New York, in which the Government’s appli- 
cation to dismiss a suit brought by George McNeir, of 
New York, against the Collector of Internal Revenue to 
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recover $47,284, paid under protest under the gift tax pro- 
vision of the Act of 1924, was denied. The opinion of the 
Court held the tax to be a direct tax and as such that it 
should be apportioned among the states according to popu- 
lation, as provided by the Constitution. The test suit, 
which involves something like seven million dollars of rev- 
enue collected in gift taxes, will be carried to the Supreme 
Court for final adjudication. 


There is a notable absence of comment on the effect: of 
the tax reduction program in the forecasts by leading econ- 
omists of the business outlook. Those best informed on 
business conditions evidently hold that the tax levies during 
the last three or four years have had little or nothing to do 
with the changes in fundamental business conditions. Yet 
popular belief is not so disregarded in political conduct. 
The possibility that within the next year or so there may 
be a business slump was, no doubt, effectively brought to 
the attention of the Democrats in Congress. This may 
account tor the tendency of members of that party to “out- 
Mellon Mellon” during the present tax reduction agitation. 
If an economic storm comes the Democrats want to be 
clean of any blame. As previously stated, a turn in the 
business tide would be little affected by tax matters, but if 
the Democrats had taken the course of two years ago and if a 
business recession occurs before the next Senatorial or 
Presidential election, it would be an easy matter to convince 
the common run of voters that opposition to drastic tax 
reduction blocked the wheels of industry. 


Texas Woman Certified Public Accountant 
Succeeds in Tax Practice 


MONG the few women actively engaged in in- 

come tax practice is Miss M. E. Welborn of 
Dallas, Texas. She also has the distinction of be- 
ing the first woman to pass the certified public 
accountancy examina- 
tion and to obtain a li- 
cense to practice in the 
State of Texas. 


Miss Welborn was 
initiated into the mys- 
teries of the income tax 
while employed in the 
Treasury Department 
at Washington, where 
she served as an audi- 
tor in the income tax 
department and attend- 
ed school at night in 
the study of accountan- 
cy. 

Her record in Wash- 
ington was so favorable 
that Judge A. S. Walk- 
er, formerly Internal 
Revenue Collector, who 
entered private practice 
after the close of his term, made her a business offer 
which lead to her association with him in tax prac- 
tice with offices at Dallas. After being licensed as 
a certified public accountant Miss Welborn entered 
into professional practice on her own account and 
has‘ been very successful. 





Miss M. E. WELBorN 


Securities, Valuation of —In determining the value of cer- 
tain stock as of March 1, 1913, the Board held under the 
circumstances that sales of the stock at or about that time 
were more conclusive of value than testimony as to value. 
—Appeal of Estate of Robert Cowell. 
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‘Two Months Extension of Time for Filing 
1040 and 1120 Income Tax Returns 


N extension of time for filing completed tax 

returns until May 15 has been made by the 
Treasury Department’ to individuals whose net in- 
come exceeds $5,000 and to corporations, for which 
Form 1040 and Form 1120, respectively, are re- 
quired. Tentative returns, accompanied by one- 
fourth of the estimated tax must, however, be made 
on or before March 15. If the estimated tax is less 
than that shown to be due on the completed return, 
the difference will bear interest at 6 per cent until 
paid. 

American citizens residing or traveling abroad, in- 
cluding those in the military and naval service, and 
all other persons outside the United States, are 
given until June 15, or three months’ extension, to 
file their returns. This order applies to taxpayers in 
Alaska, Hawaii and other United States possessions. 
However, the return must be accompanied by an 
affidavit explaining the cause of the delay, and inter- 
est will be charged at the rate of 6 per cent a year 
from the due date of the tax until paid. 

No extension of time for filing returns is made to 
individuals with net incomes of less than $5,000, 
who are required to use Form 1040-A. All other 
returns, also, must be filed on their respective due 
dates unless a specific request for an extension is 
made to the local collector of internal revenue. 


Tax Audits Expedited by Commissioner’s 
Decentralization Plan 


HE work of auditing tax returns is expected to 

be advanced from three to six months as a re- 
sult of important changes in the system of auditing 
made by the Commissioner of Internal Revenue, 
David H. Blair, in connection with the decentraliza- 
tion plan which has been adopted. 

Transfer is made to collectors’ offices of the work 
of preliminary examination of income tax returns 
(individual, partnership, fiduciary and corporation) 
heretofore done in the Bureau at Washington. In- 
dividual returns filed on Form 1040-A reporting 
earned net income of $5,000 and less—and all indi- 
vidual returns filed on Form 1040 showing gross 
income of $25,000 and less, as heretofore, will be 
retained in Collectors’ offices for complete audit. 
Collectors now will retain also for preliminary in- 
spection, corporation and individual income tax re- 
turns showing gross income in excess of $25,000. 

Revenue agents, working under the supervision 
of Supervising Internal Revenue Agents or Inter- 
nal Revenue Agents, will be assigned to Collectors’ 
offices for the purpose of classifying the returns as 
follows: (a) returns that are determined to be 
properly prepared and should not require further 
audit; (b) returns that can be adjusted by office 
audit; (c) returns that apparently require a field 
examination. 

It is estimated that 60 per cent of the number of individual 
returns and 45 per cent of the corporation returns will fall 
into Class A. These will be marked “accepted,” indicating 


those which usually will not require any inspection other 
than that already given. 


1Treasury Decision 3818. 


THE NATIONAL INCOME TAX MAGAZINE 103 


The number of individual and corporation returns in Class 
B—those that can be adjusted by office audit—is estimated 
each at 30 per cent. These are returns usually adjusted 
within reasonable time by correspondence between the 
agents and the taxpayer, or by personal interview. The 
number of individual returns in Class C is estimated at 10 
per cent and the number of corporation returns at 25 per 
cent. A “field examination” in such cases means an inten- 
sive audit of the taxpayer’s books. Office audits and field 
examinations will be conducted by internal revenue agents, 
a civil service organization made up largely of auditors who 
have been transferred to the field service after a special 
course of training in income tax work. The work of these 
agents will be done under the supervision of a Supervising 
Internal Revenue Agent, or Internal Revenue Agent in 
Charge. 


In the course of its preliminary inspection, the Collectors’ 
audit section will not attempt to make corrections in con- 
nection with which the taxpayer will have ground for pro- 
test. Such corrections are made in the final audit, and are 
followed by a “thirty-day” letter from the Commissioner of 
Internal Revenue to the taxpayer in which the latter is noti- 
fied of a deficiency and given an opportunity within that 
time to protest against additional assessment. 


If, following submission and consideration of additional 
evidence or briefs of argument, the Commissioner finally 
determines there is a deficiency and taxpayer does not 
agree, the taxpayer is then advised that he will be allowed 
sixty days in which to file an appeal with the United States 
Board of Tax Appeals. 


Taxes Consume 27 Per Cent of Net 
Earnings of Corporations 


NCORPORATED business enterprises in the 

United States which in 1923 reported aggregate 
net income of $9,269,000,000, paid out of this amount 
$2,572,000,000, or 27.7 per cent in taxes to Federal, 
state and local governments, exclusive of special as- 
sessment or betterment levies, according to a study 
on “Cost of Government in the United States” by 
the National Industrial Conference Board. 


Analysis of the tax outlay of the corporations on 
which the report is based shows such expenditures 
to have totaled a sum equal to 2.2 per cent of gross 
receipts, 314 per cent of net assets, and 61.7 per cent 
of the amount paid to stockholders in cash dividends, 
which was $4,169,000,000 in the year 1923. 

All corporations, taking the fair value of their net 
assets as reported for capital stock tax purposes as 
the approximate net investment of stockholders, in 
1923 earned 9.1 per cent on their investments after 
deducting all taxes, while cash dividends distributed 
to stockholders constituted 5.68 per cent on their 
investment. 


Out of the total of 398,933 corporations in the 
United States in 1923, 165,594, or about 40 per cent, 
failed to make a profit and showed deficits as result 
of the year’s operations, aggregating $2,014,000,000. 
The proportion of those whose accounts for the year 
were “in the red” was highest in the mining and 
quarrying group, amounting to 32 per cent; in agri- 
culture and related industries 58 per cent showed a 
deficit; in manufacturing as a whole nearly 37 per 
cent ran behind; in construction 35 per cent; among 
transportation and public utility companies 32.4 per 
cent ; in trade 32 per cent ; among amusement, hotels 
and similar establishments 38.4 per cent, and in the 
banking, finance and insurance field 35.3 per cent 
showed deficits for the year. 
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Credit for Remedy of Installment Sales 
Stalemate Largely Due Accountants 


FEATURE of the new tax law that is being 

received with special satisfaction by many 
taxpayers is that making express provision for an 
installment method of reporting taxable income on 
installment sales, which is made retroactive to Jan- 
uary 1, 1916. We are informed that the enactment 
of this section in the Act was, to a considerable 
extent, due to the large number of certified public 
accountants who urged their senators to vote for 
this amendment to the House bill. 

Had the uncertainty created by the decision of 
the Board of Tax Appeals in the Todd case not been 
cleared up by statute, it would probably have meant 
a great deal of additional work for public account- 
ants. In supporting the installment sales amend- 
ment, public accountants demonstrated their inter- 
est in proper tax laws favorable to their clients to 
be greater than their desire to build up personal 
business. 

Among those of the accounting profession most 
actively supporting the new provision was George 
W. Rossetter, chairman of the Executive Commit- 
tee of the Chicago Association of Commerce. He 
was chiefly instrumental in getting the members 
of that organization to urge Congress to support 
the installment sales amendment. 


Special Cases——The payment of low officers’ salaries is 
not a ground for special assessment, except in the case of a 
corporation in which the officers own substantially all of 
its stock, where it can be established that the salaries paid 


>. 






An institution in keeping 


with the beauty and grandeur 
of the National Capital 


re a MR ea Re a ee ca LO em mR Ge Re se a eS ee 





Connecticut Avenue and De Sales Street 
Washington, D. C. 


March, 1926 


to such officers are unusually low, are fixed on an inade- 
quate scale because of such stock ownership, and are un- 
reasonable compensation for the services actually rendered. 


‘When the payment of low salaries establishes an abnor- 


mality affecting the income of a corporation, such abnor- 
mality does not by itself entitle the taxpayer to relief. It 
must be shown that such abnormal condition works upon 
the corporation an exceptional hardship as evidenced by a 
gross disproportion between the corporation tax computed 
without the benefit of Sections 327 and 328 and the tax 
computed under Section 328 of the Revenue Act of 1918. 
S. M. 4877; V-6-2582. 


MISCELLANEOUS COURT DECISIONS 


Business Expenses.—The plaintiff and another were part- 
ners in a law firm. This former partner instituted a suit 
for an accounting by the plaintiff for fees or compensation 
collected during the existence of the partnership. The 
plaintiff claimed as a deduction against gross income 
$10,000, which represented the expense of the litigation and 
accounting. The Court of Claims of the United States 
sustained the Commissioner in disallowing the deduction 
as a business expense.—Samuel J. Kornhauser v. The United 
States. 

Finality of Commissioner’s Determinations.—In the case 
of Clement H. Betts v. United States, the Court of Claims of 
the United States took occasion in its opinion to refute a 
contention by the Government that. a determination of the 
taxable gain by the Commissioner of Internal Revenue is 
conclusive “at least to the extent that his determination 
of the question is an exercise of executive discretion.” 

The opinion states that this view is entirely without merit. 
“It was thought to have been put at rest by the ruling of 
this court in the recent case of Sara Leavitt Meyer, No. C.- 
1054, decided April 6, 1925, in which it is clearly said that 
such a contention seems so clearly untenable as to obviate 
any need of discussion, and that to sustain it would be to 
deprive taxpayers of a right accorded them by statute and 
leave them without remedy where remedy is provided. The 
jurisdiction of the Court of Claims in such cases has been 
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exercised for many years, as is attested by many decisions 
ot tnis court ana or the Supreme Court of the United 
States.” 


Taxation of Golf Fees.—The taxpayer was a member of a 
golf club to which he paid his regular annual assessment 
of $125. He elected to avail himself of the privilege of 
playing golf and paid an additional fee of $7.50 for that 
privilege for six months. On the latter sum a tax of 75 
cents was assessed and/suit for recovery was started in the 
District Court, District of Massachusetts. The Court held 
that an additional charge for playing golf, such as made, 
does not constitute taxable dues or membership fees.— 
A. Winsor Weld v. Malcolm Nichols, Collector. 


Waivers, Filing of.—Section 281 (e) of the Revenue Act 
of 1924 provides that “if the taxpayer has, within five years 
from the time the return for the taxable year 1917 was 
due, filed a waiver of his right to have taxes due for such 
taxable year determined and assessed within five years 
after the return is filed” an extension of time is made for 
filing claims for refund. The District Court of Pennsyl- 
vania, W. D., held that a waiver is not “filed” as meant by 
the statute simply by filling out and mailing a waiver. 
“The Act imposes upon the taxpayer the duty of seeing 
that his waiver actually reaches the proper office for filing.” 
said the Court. “That responsibility is his, and the burden 
rests upon him actually to convey the waiver to the Com- 
missioner’s office. * * he chooses to trust the 
mails rather than to make delivery to the Commissioner 


in person, it was at his own risk.”"—McDonald Coal Co. v. 
Lewellyn, Collector. 


Significant Decisions of the Board of Tax 


Appeals 

Consolidated Returns.—In the Appeal of Acme Box & Pa- 
per Company the question at issue was the refusal of the 
Commissioner to permit the taxpayer and the Folding Box 
Company, another corporation, to file a consolidated re- 
turn for 1920. The Folding Box Company held an option 
for the purchase from the owners of all of the stock of the 
Acme Box & Lumber Company, which, after two exten- 
sions, expired on July 15, 1920. The stock of the Acme 
Box & Lumber Company was not acquired by the Folding 
Box Company until July, 1920. The Board in sustaining 
the Commissioner’s determination held that a contract to 
buy stock does not in itself vest a control thereof in the 
purchaser. 

Expenses, Deductible—A payment during any year of 
any amount specifically as salary for prior years, unrelated 
to the compensation for services for the year in which paid, 
is not an allowable deduction for the year in which paid 
under the Revenue Act of 1918.—Appeal of Green Oil Soap 
Company. 

The expense incurred by a husband in resisting a claim 
by his wife attacking the validity of a post-nuptial agree- 
ment which purported to limit and fix the respective prop- 
erty rights, is not an ordinary and necessary business ex- 
pense, even though the husband’s sole busines or occupa- 
tion was the management and conservation of the estate.— 
Appeal of David G. Joyce. 

Goodwill, Capitalization of—The taxpayer, an advertis- 
ing agency, had spent large sums during the 20 years of 
its existence in building up its business. The cost of pro- 
moting its goodwill it charged off from year to year as cur- 
rent expenses, but sought to have the amounts so expended 


_ included in invested capital.. This was denied by the Board 


because the taxpayer failed to show that the amount to be 
thus capitalized as goodwill bore any direct relation to the 
actual expenditures and second because the taxpayer had 


elected to charge off such expenses yearly—Appeal of Kras- 
selt Co. 


The selling price of corporate stock immediately after 
incorporation, held, in the circumstances of the appeal, to 
be a proper basis for measuring the value of property, in- 
cluding good will acquired for stock.—Appeal of Schulz Bak- 
ing Company. 

Invested Capital, Determination of—Loans by an indi- 
vidual to a corporation of which he was the sole proprie- 
tor, from funds of a business conducted by him as a sole 
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proprietor, for the purpose of enabling the corporation to 
pay its debts and expenses, are personal loans, and may 
not be included in invested capital of the sole proprietor as 
Accounts Receivable—Appeal of Patrick J. Shouvlin. 


In the reorganization of a business, a partnership paid in 
to a corporation on November 1, 1917, all of its tangible 
assets for all the capital stock of the corporation, and all 
of its intangible assets upon an agreement by the corpora- 
tion to assume its liabilities and to pay its debts. For the 
net assets of the partnership the partners received all of 
the shares of capital stock by the corporation. The Board 
held that Section 331 of the Revenue Act of 1918 prevents 
the corporation from valuing the net assets at a greater 
amount in computing invested capital than the partnership 
could have valued them in computing invested capital if they 
~~ not been so transferred.—Appeal of Conrad & Company, 
ne. 


An amount representing appreciation in the value of fixed 
assets, and an amount representing a reserve for deprecia- 
tion set up out of “earned surplus,” may not be included in 
invested capital of a corporation for the year 1919.— 
Appeal of The New Ottawa Telephone Company. 


Jurisdiction of the Board.—Where a taxpayer has filed a 
return and showed thereon an amount of tax, and such 
amount is not increased by the Commissioner, there is not 
a deficiency, as defined by Section 273 of the Revenue Act 
of 1924, notwithstanding a portion of the amount remains 
unpaid and a claim for abatement has been rejected by the 
Commissioner. Accordingly the Board of Tax Appeals has 
no jurisdiction in such a case—Appeal of New York Trust 
Co. 


Partnership Income.—A partner who keeps his books on - 


the cash basis is required to report his distributive share of 
the partnership income computed on the accrual basis, if 
that is the basis adopted by the partnership for keeping its 
books and reporting its income, when no question is raised 
that such methods do not correctly reflect the income of 
the partnership.—Appeal of Percival H. Truman. 


Special Assessment.—The taxpayer, a live poultry com- 
mission corporation, had but three stockholders, all of whom 
were actively engaged in the business. By reason of the 
conclusion of the Board that the salaries paid to the officers, 
who were also the only stockholders, for the year 1919, were 
inadequate for the services performed, the decision was 
rendered that there was an abnormality of income which 
entitled the corporation to the benefit of special assessment 
under Section 328 in the determination of the 1919 profits 
tax.—Appeal of Sol Frankel, Inc. 


Taxable Income.—Amounts withheld by a city from a 
paving contractor out of the contract price to assure proper 
repairs during a specified period are income under the 
accrual system Pf reporting taxable income.—Appeal of Mead 
Construction Company. 


Under date of September 30, 1916, the taxpayer entered 
into a contract with the corporation by which he was 
employed by which he obligated himself to work for the 
corporation for a period of three years at a specified salary, 
with the additional provision that he would receive at 
the end of the three years 500 shares of the common stock 
of the corporation, such 500 shares being meanwhile issued 
to and held by the principal owners of the corporation. 
For this contract another was substituted, dated September 
30, 1917, which provided that the 500 shares in question 
should be loaned by the owners of the corporation, and 
that there should be credited upon the books of the cor- 
poration at the end of each six months one-sixth of the par 
value of the 500 shares of the stock to be given the tax- 
payer. The contract was not carried out according to its 
terms, but stock was actually transferred some time after 
the expiration of each year. The Board held that the tax- 
payer received income in the year 1919, which was the year 
in which the contract expired, to the extent of the fair 
market value of the shares received by him in 1919.— 
Appeal of James R. Lister. 


In the Appeal of First National Bank of Manchester, Ky., 
taxable income was held to have been received in the 
amounts paid by purchasers of bonds on an installment basis 
and retained by the taxpayer upon forfeited contracts. The 
market value of the bonds at the time contracts were for- 
feited was held immaterial. 
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Constitutional Limitations on Direct and 
Indirect Taxes 
(Continued from page 97) 


of any tax by the rule of apportionment is inequit- 
able as was pointed out in a previous discussion.” 
If to this there be added the objection that the tax 
shall not apply to realty or personalty or to the in- 
come therefrom, the impracticability and inequity of 
the tax becomes more pronounced. The ultimate 
result of the decision was the adoption of the Six- 
teenth Amendment, which removed the necessity of 
laying a tax on incomes by the rule of apportion- 
ment.”* 

The adoption of the Sixteenth Amendment, how- 
ever, was not instantaneous. Eighteen years were 
required to obtain the necessary resolution by Con- 
gress and ratification by the legislatures of the sev- 
eral states. In the meantime Congress passed the 
Act of 1909, which laid “a special excise tax with re- 
spect to the carrying on or doing business by such 
corporation, joint stock company or association, or 
insurance company, equivalent to one per centum 
upon the entire net income over and above five thou- 
sand dollars received by it from allsources * * *,” 

The constitutionality of this act was raised in the 
case of Flint v. Stone Tracy, supra. It was argued 
by the taxpayer that the tax was direct in so far 
as it was measured by the income from realty or 
personalty, citing the Pollock case. In reply to this 
the court said: 

Within the category of indirect taxation, as we have fur- 
ther occasion to show, is embraced a tax upon business 
done in a corporate capacity, which is the subject-matter of 
the tax imposed by the Act under consideration. The 
Pollock case construed the tax there levied as direct, be- 
cause it was imposed upon property simply because of own- 
ership. In the present case the tax is not payable unless 
there be a carrying on or doing of business in the designated 
capacity, and this is made the occasion for the tax, measured 
by the standard prescribed. The difference between the 
Acts is not merely nominal), but rests upon substantial 
differences between the mere ownership of property and the 
actual doing of business in a certain way. 

The, tax under consideration, as we have bcuenibah the 
statute, may be described as an excise upon the particular 
privilege of doing business in a corporate capacity. * * * 

In other words while Congress could not under 
the Constitution lay a tax on realty or personalty or 
the income therefrom except by apportioning the 
tax, Congress could lay a tax without apportion- 
ment on corporations for the privilege of doing 
business in a corporate capacity and measure the 
tax by income from all sources, including income 
from realty or personalty. The tax in the latter 
case would be on the privilege of doing busineSs in 
a corporate capacity, and not on the income derived 
from such business. 

Without indulging in generalities, we conclude 
that capitation or poll taxes and taxes on realty or 
personalty are direct taxes which are required to be 
apportioned pursuant to the constitution ;** that 
taxes on the income from realty or personalty are 
direct taxes which are not required since the Six- 


™ “Constitutional Tax Apportionment & Uniformity Requirements.” 
National Income Tax eo May, 1925. 

% Brushaber v. U. P. ‘Company, 240 U. S. 1. 

% Article I, Section 1, ck 4; Article I, Section 9, Clause ¢ Pol- 
lock v. Farmers’ Loan '& Trust Co., 157 U. S. 429, 158 U. 601; 
Brushaber v. U. P. R. R. Co., 240 U. S., 1; Cooley’s ’ iasition 
Fourth Edition, Vol. 1, p. 247. 
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HE word “estate” is formed from the same letters as go 
to make up the word “assets”—but what a vast difference 
in phonetics and meaning is produced by a simple mani- 
pulation of the original characters! 
Just so do the various items which one has been pleased to call 
his Assets take on a different aspect and a different valuation 
when the fact of his death makes them his Estate. 
Outstanding debts, taxes, administrative and other final expendi- 
tures—these are the inevitable but too frequently unforeseen 
post mortems that beset executor and administrator, that stand 
between heir and inheritance, between present Assets and 
ultimate Estate. n | 
Against these demands on an estate, arising inevitably and ; 
simultaneously with death, the average decedent has made 
woefully inadequate preparation. In the effort to make his hold- 
ings produce the largest income compatible with safety, he has : 
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quite logically subordinated cash and quick assets to an emphasis 
on securities and “frozen” assets which are anything but quickly 
negotiable. 

When his executor faces the necessity of providing cash for 
prompt settlement of outstanding debts and taxes, there is no 
alternative to the forced sale of some of the best items on the 
inventory. Frequently, the “‘cream” of the estate is thus 
sacrificed, for a cash return far below what might normally have 
been realized through liquidation in a more orderly fashion and 
more in accordance with the market. : 
Life Insurance as written today is designed to meet almost every | 
emergency in human financial experience; and it is especiall : 
well fitted to fortify the estate with ready cash against “deat : 
duties” that otherwise might seriously impair the inheritance. 

We will gladly send you information on the performance of The | 
Travelers Life Policy in this vital role. 
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teenth Amendment to be apportioned; and that the 
following are examples of indirect taxes which un- 
der the Constitution are required to be laid uni- 
formly throughout the United States: taxes on cor- 
porations with respect to carrying on or doing busi- 
ness ;*° taxes on businesses, privileges, occupations, 
or vocations ;** taxes on succession to property on 
the death of the owner ;?? taxes on transfers made in 
contemplation of death ;** taxes on the circulation 
of bank notes ;*° stamp taxes;*° and taxes on the 
importation, sale, manufacture or lease of commodi- 
ties. This list does not purport to be complete. 

The effect of the adoption of the Sixteenth 
Amendment has been considered by the Supreme 
Court in a number of decisions. This subject will 
be discussed in the next article. 


., 240 U. S. 1; Spreckles Sugar Refining 
Co. v. McClain, 192 U. S. 397. 


2° Pollock v. Farmers’ Loan & Trust Co., 157 U. S. 429, 158 U. S. 
601; Flint v. Stone Tracy Co., 240 U. S. 1. 

% Scholey v. Rew, 23 Wall. 331; Knowlton v. Moore, 178 U. S. 41. 

28 Schwab v. Doyle, 269 Fed. 321. 

® Veazie Bank v. Fenno, 8 Wall. 533. 

% Nichol v. Ames, 173 U. S. 509; Thomas v. U. S., 192 U. S. 363. 


New Provisions of the Revenue Act of 1926 


(Continued from page 92) 
death. This replaces the rebuttable presumption of prior 
laws, which is continued in effect as to transfers made prior 
to the enactment of the new Act by a person dying after its 
enactment. 

The new statute repeals a provision of the Act of 1924 
which required the deduction for charitable bequests, etc., 
to be reduced by the amount of any state or inheritance 
taxes which were, either by the terms of the will or by 
law, payable out of such bequests. This will apply to the 
case of estates of persons dying after the passage of the 
Act of 1924 and is also applicable under the new Act. 

A credit or reduction of the Federal estate tax payable 
under the new Act, not to exceed 80 per cent thereof, is 
allowed for the amount of any estate, inheritance, legacy, 
or succession tax actually paid to any state, territory, or 
District of Columbia in respect of any property included 
in the gross estate under Federal statute. In computing the 
Federal estate tax of decedents dying after the passage of 
the Act of 1924 and prior to the passage of the new Act, 
for purposes of determining the amount of refund to the 
estates, the credit for estate or inheritance taxes paid to a 
state is the same as under the Act of 1924, namely, not to 
exceed 25 per cent. 


Gift Tax Repealed 

The tax upon the donors of gifts, first imposed by the 
Act of 1924, is repealed by the Act of 1926. The repeal, 
however, is effective only as of January 1, 1926, so that 
returns are required to be filed in 1926 to cover gifts made 
during the calendar year 1925. In computing: the tax for 
the calendar year 1925, the rates are the same as those 
shown above in the case of the estate tax in column (3), 
since the new statute provides for a retroactive reduction 
in the gift rates which will apply to the calendar years 
1924 and 1925. Refunds may be had for the calendar year 
1924, the amount of the refund being the difference be- 
tween the tax computed at the rates shown in column (2) 
and the tax at the rates shown in column (3) above. 


Withholding of Taxes at Source 


The withholding at the source in case of interest upon 
bonds or other obligations containing a tax-free covenant 


(Continued on page 118) ° 


EXECUTIVE-ACCOUNTANT, formerly comp- 
troller of large corporation, desires connection as 
comptroller in charge of Tax Accounting and General 


Administrative Matters. Excellent references. Salary 
$6,000. Address D-2, National Income Tax Magazine, 
231 South LaSalle Street, Chicago, Ill. 
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Gift Tax Held Unconstitutional by 
Federal District Court 


N the first court court Action in test of the con- 

stitutionality of the gift tax levied under the Rev- 
enue Act of 1924, the decision was unfavorable to 
the Government. On February 15 in a suit brought 
by George McNeir of New York against Charles 
W. Anderson, Collector, to recover a gift tax in the 
amount of $47,284, paid under protest, motion by 
the Government to dismiss the case was denied by 
the District Court, S. D., New York. 


In 1924 the plaintiff executed a deed of trust to 
the Farmers Loan & Trust Company, which, among 
other stipulations, provided for a division of the 
income of securities valued at $806,400 equally be- 
tween his wife and two children. On January 22, 
1925, McNeir, in compliance with the law, executed 
a return for the Federal gift tax, and paid the as- 
sessment of $47,284 under protest. A claim for re- 
fund was rejected by the Treasury Department and 
thereafter suit was started to recover the tax. 


Government counsel contended that the gift tax 
was not a direct tax but an excise tax upon a right 
or privilege and as such not in violation of the Fed- 
eral Constitution. 


In denying the motion to dismiss the case, the 
Court said in part: 


* * * If there is anything left of the general views of 
the court in Pollock v. Farmers Loan & Trust Company, 158 
U. S. 601, as to the nature of so-called direct taxes, the tax 
upon a gift not made in contemplation of death and not to 
take effect upon death would seem to be necessarily a direct 
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Bennett 
Post-Graduate 
Course 


Prepare to pass MAY EXAMINATION by takin 
the BENNETT POST-GRADUATE COACHIN 
COURSE. 

PERSONAL COACHING ONLY. NO CLERKS 
TOUCH THE STUDENT’S LESSONS. Our 
student enrollment increased 700 per cent in the last 
three years. Success on examination the reason. 


Coaches you to “deliver the goods on time.” Takes 
up all the points that may come up on examination. 
Shows you how to cover the IMPORTANT 
POINTS, WITHIN THE TIME LIMIT; and to 
INTERPRET THE PROBLEMS CORRECTLY, 
the chief causes of failures on examinations. 

This course is the same as that conducted so suc- 
cessfully for 9 years by R. J. Bennett, C. P. A., in 
evening resident school. His Course was at that 
time accredited by the State Board of Pennsylvania. 
Established in 1907. 

Elective Courses: Accountancy, Auditing, Law, 
Costs, C. A. P. Course, Bookkeeping. Complete 
Biology Course for High School Credits Sent on 
Approval. Catalog on request. 


Bennett Accountancy Institute 
1505 Race Street Philadelphia, Pa. 
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ODERN accounting practice, ow- 

ing to the ever increasing de- 
mands of clients, has developed to the 
point where a knowledge of law and 
equity has become. of paramount im- 
portance. 


In addition, the rules of the U. S. Board 
of Tax Appeals have made it incumbent upon 
practitioners before the Board to present 
their cases as they would have to be pre- 
sented before an ordinary court of law. 


Hence it appears that the accountant, unless he 
wants to employ qualified legal assistance, must 
equip himself with a knowledge of legal practice 
and procedure and the law of evidence if he is to 
handle properly the work he is given to do. 


A Recognized Law Course 


* But where is the active and established practitioner 
to get the additional knowledge of law that has sud- 
denly become so necessary? The answer is found in 
the Blackstone Legal Training Course and Service 
which can be followed in spare hours at the home 
or office 

Heading the list of contributors to the course are 
Chief Justice William Howard Taft and- Associate 
Justice George Sutherland of the United States Su- 
preme Court, ably seconded by a group of 60 resident 
law deans, professors, lawyers and state supreme 
court judges of almost equal prominence. 

More than 50,000 mrogressive men and women have 
enrolled for this training, many of whom have risen 
high in the business world and in political, legal and 
judicial life. Graduates are practicing law in every 
state. 


Authoritative Training 


The Institute offers two splendid law courses. One 
deals with commercial law exclusively while the other 
(the Graduate Course) in addition to the usual busi- 
ness law subjects, also covers the field of Adjective 
Law. This course has helped thousands to prepare 
for the bar examinations. Graduates are awarded 
the LL. B. Degree. 

Among the subjects covered in the Graduate Course 
are Evidence, Pleading in Civil Actions, Practice in 
Civil Actions, Equity Pleading and Practice, Interpre- 
tation of Statutes, Courts—Organization, kinds and 
classification, Bankruptcy, State and Municipal Taxa- 
tion, Wills, Estates, Real Property, Trusts, Landlord 
and Tenant, Corporations. Partnerships, and 45 other 
subjects. 
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A Spare-Time Law Course 
for Accountants 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 










Complete Law Library Furnished 


Delivered complete at the time of enrollment is a. 
big, handsome, 25-volume library, Modern American 
Law, cited as “M. A. L.” by state supreme courts and 
by the United States District Court. “M. A. L.” is the 
only non-resident text ever given this honor or recog- 
nition. 


Approved By Accountants | 


The Blackstone Legal Training Course and Service 
has always appealed to accoutants. Since the crea- 
tion of the Board of Tax Appeals, however, they have 
been turning to the Institute in constantly increasing 
numbers, and it is to be noted that the majority of 
them are established practitioners who already pos- 
sess the C. P. A. certificate. 

Typical of the comments of accountants who have 
availed themselves of Blackstone material and service 


is the following from Mr. Robert B. Vollum, C. P. A., 
of Philadelphia, who says: 


“After thirty years practicing the profession in 
this city, I feel that each day it becomes more 
vital that the public accountant should ground 
himself in the basic principles of law if he hopes 
to successfully meet the demands of the profes- 
sion and properly serve his clients. It is for that 
reason that I have added your set of Modern 
American Law (Cited M. A, L.) to my library.” 


Write For Details 


The complete story of Blackstone training is given 
in an attractive 128-page book, The Law-Trained 
Man, A copy will be sent free upon request. Use the 
coupon below or address a post card request to Dept. 
343, Blackstone Institute, Inc., 4753 Grand Boulevard, 
Chicago, Ill. 


, Blackstone Institute, Inc. 


| Dept. 343, 4753 Grand Blvd., Chicago, Ill. 


| Please send me by mail and without obligation 
| a copy of your 128-page book, The Law Trained- 
| Man, and details of your law course. 


| So ee ee TB tet cs eda tte AB be berth he Re Seen ee 


| Business ' 
" | i Oe Tee ae Sel Lee he a oe 








112 THE NATIONAL INCOME TAX MAGAZINE 


(Continued from page 110) 
tax imposed upon the donor purely as the owner of prop- 
erty. * * * 

The fact is that there is no “page of history” or even line of 
history where such a tax_as this has been levied, and if a 
reasoning of Pollock v. Farmers Loan & Trust ‘Compan 
to stand, I cannot see how this tax can be defended whic 
would not seem to be an excise or license tax for the er 
lege of doing something, but a tax upon a necessary incident 
of the ownership of property which has not been apportioned 
and is, therefore, forbidden by Article 1, Section 2, Clause 3 
of the Federal Constitution. The classification of subjects of 
taxation is not scientific but largely historical, and a tax upon 
an ordinary transfer of property inter vos unconnected with 
the conduct of any business would seem to be a direct tax, if 
anything can be, under definitions that have been enerally 
accepted. See Pollock v. tg Loan & Trust & ompany, 
supra; Nicol v. Ames, 173 U. S. 509, and Dawson v. Kentucky 
Distilleries, 255 U. S. 288. 


The issue as to the constitutionality of the gift 
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tax will be unsettled until a decision has been ren- 
dered by the United States Supreme Court. 


Wisconsin Supreme Court Holds Income 
from Federal Securities Proper 
Basis of Tax 


NTEREST on government bonds must be includ- 

ed in gross income, which serves as the basis upon 
which insurance company license fees are based in 
the State of Wisconsin, according to a decision of 
the State Supreme Court in the action brought by 
the Northwestern Mutual Life of Milwaukee to 
recover approximately $300,000 paid under protest 
as license fees. 

(Continued on page 114) 
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Retail Accounting 


And Control 
By Albert C. Hodge 


After six years of research into the 
methods of a great number of large- 
scale retail establishments, Albert C. 
Hodge has written a practical book for 
every executive of a retail business. 
It is a complete discussion of the prob- 


lems of the typical retail business. 
Planning and conducting merchandis- 
ing activities, handling the customer, 
financing, managing the personnel— 
each offers special difficulties which Mr. 
Hodge has analyzed. 


$4.00, postpaid $4.15 





Municipal Budget-Making 
By R. Emmett Taylor 


Municipal affairs and their control 
have been subjected to considerable 
improvement in recent years. Mr. 
Taylor has made an extensive investi- 
gation of the methods now employed 
by a number of the more _ progressive 
cities of the United States, and in this 
book he outlines the further progress 
that he thinks should result. 


His book will be of value to the tax- 
payer who is interested in knowing 
how municipal expenditures may be 
controlled to the ultimate reduction of 
taxes. 


$2.50, postpaid $2.60 


The University of Chicago Press 
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Canada Placed at Disadvantage 
by Tax Reduction 


HE drastic reduction in surtax and 

other tax rates effected by the new 
revenue law is being viewed with mixed’ 
envy and concern by business inter- 
ests of Canada. 

The Canadian rates still remain at 
a peak which justify their being re- 
garded as burdensome. While in the 
United States normal rates are now but 
1% per cent on the first $4,000 of tax- 
able income above exemptions, 3 per 
cent on the next $4,000, and 5 per cent 
on the balance, the Canadian normal 
rate is 4 per cent on the first $6,000 of 
taxable income and 8 per cent on the 
balance. Compared with the new max- 
imum surtax of 20 per cent in the 
United States, the Canadian maximum 
is 65 per cent and the disparity be- 
tween the surtax rates on the incomes 
not subject to the maximum surtax is 
correspondingly great. Exemptions in 
Canada are $1,000 for single men and 
$2,000 for married men, while the ex- 
emptions under the new United States 
law is $1,500 for single persons and 
$3,500 for a married person. There 
are also other material differences mak- 
ing the Canadian imposts heavier. The 
United States law permits certain de- 
ductions which are not allowed in Can- 
ada—all interest paid or accrued within 
the taxable year on _ indebtedness; 
losses sustained and not compensated 
during the taxable year; bad debts; 
contributions made within the taxable 
year. Corporations are denied many 
of the deductions which greatly. cut 
down taxable income in the United 
States. 

A comparison of personal income 
taxes in the two countries shows that 
in the case of married men with $3,000 
income the Canadian pays $40, the 
American nothing; on $5,000 income, 
the Canadian $126, the American 
$22.50; on $10,000 income, the Canadian 
$619.50, the American $135. 
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THE INSTITUTE OF ECONOMICS SERIES 


Investigations in Finances, International Economic 
Reconstruction, Industry and Labor 


Arrangements just made by the Business Book Concern permit them to 
see that your copies of these very interesting books are forwarded promptly. 


The French Debt Problem 
By Harotp G. Moutton and Creona Lewis—$2.00, Postpaid $2.10. 

The solution of the French debt problem as outlined by the Institute of Economics 
has been given extensive publicity in the press. 

This book is receiving daily attention in the newspapers. 

The Ruhr-Lorraine Industrial Problem 
By Guy Greer—$2.50, Postpaid $2.60. 

This book presents a thorough and arresting discussion of one of the most significant 

industrial problems of the post-war world. 
Interest Rates and Stock Speculations ; 
By RicHarp N. Owens and CuHartes O. Harpy—$2, Postpaid $2.10. 

This volume affords a striking revelation of the way in which some of the accepted 
and orthodox dogmas in economics crumble when subjected to a painstaking factual and 
statistical examination. 

The Case of Bituminous Coal 
By Watton H, Hamirton and HEten R. WricHT— ' 
$2.50, Postpaid $2.60. 

This book presents a brilliant analysis of ‘‘the great confusion” in the bituminous coal 

industry. 
Germany’s Capacity to Pay ; 
By Movutton and McGuire—$2.50, Postpaid $2.60. 

This is the first of a series of studies from the Institute of Economics, founded by the 
Carnegie Corporation of New York. It is a sane and impartial analysis of the extent of 
Germany’s capacity to make reparation payments. 

The Reparation Plan ) 
Ry Harotp G. Moutton—$2.50, Postpaid $2.60. 


This is a companion volume to Moulton and McGuire’s “Germany’s Capacity to Pay.” 
An analysis of the reparation plan of the Expert Committees, popularly known in 
America as the Dawes Report. 
Russian Debts and Russian Reconstruction 
By Leo Pasvotsky and Harotp G. Moutton—$2.50, Postpaid $2.60. 


A study of the relation of Russia’s foreign debts to her economic recovery. 


American Agriculture and the European Market 
By Epwin G. Nourse—$2.50, Postpaid $2.60. 
A study of the interdependence of the American farmer and the countries of Europe. 
The book analyzes the agricultural export position of the United States in the post- 
war period. 
Making the Tariff in the United States ; 
By Tuomas WaLkKeER Pace—$2.50, Postpaid $2.60. 


This book is a dispassionate, nonpartisan discussion showing wherein our method of 
preparing and enacting tariff laws has been defectve, and pointing out a practicable means 
of reform. : 

The recommendations relate to procedure in legislating and not to policy. 


Sugar in Relation to the Tariff : 
By Puuir G. Wricht—$2.50, Postpaid $2.60. 


This, the second volume to be published in the Institute of Economics Series, begins 
with descriptions and statistical information relating to the sugar industry and takes up 
past tariffs and their effect upon prices, producton and revenue. 


Miners’ Wages and the Cost of Coal : 
By Isapor Lusin—$2.50, Postpaid $2.60. 


An inquiry into the wages system in the bituminous coal industry and its effects on 
coal costs and coal conservation. 


Fill out and mail to the BUSINESS BOOK CONCERN 
230 S. Clark Street, Chicago, Illinois 
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In passing upon the case, the Court said: 

The legislature having made the gross income of the 
plaintiff the base on which *the amount of the fee or tax 
should be reckoned and it having been held that such a 
statute imposes no tax or burden upon tax-exempt instru- 
mentalities of the Federal government, it was within the 
power of the legislature. 

The act should be construed as applying to the gross 
income of the plaintiff, including that derived from tax- 
exempt securities. We should construe it otherwise if it 
were held that the inclusion of income from tax-exempt se- 
curities was beyond the lawful power of the legislature. 

It is intimated that the suit in question is of such 
importance in establishing a precedent that an ap- 
peal will immediately be: made by the Northwestern 
Mutual Life to the Supreme Court of the United 
States. 


United States Civil Service Examination 
The United States Civil Service Commission an- 
nounces the following open competitive examina- 
tion s 
Junior Auditor, Corporation Audit Division, $1,860. 
Senior Auditor, Corporation Audit Division, $2,100. 
Junior Auditor, Consolidated Audit Division, $2,400. 
Senior Auditor, Consolidated Audit Division, $3,000. 
Receipt of applications for these positions will 
close March 27. The date for assembling of com- 
petitors will be stated on the admission cards sent 
applicants after the close of receipt of applications. 
The examinations are to fill vacancies in the In- 
come Tax Unit, Bureaw/of Internal Revenue, Wash- 
ington, D. C.; in positions of internal revenue agent, 
for duty in the field; and in positions requiring sim- 
ilar qualifications. 
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Bookkeeper’s Journal 


MONTHLY MAGAZINE OF 
Bookkeeping, Accounting and Commerce 


Edited and published in the interest of The 
American Bookkeeper's Association and The Book- 
keeping profession in general. 

Contains articles written by successful accountants 
of National reputation on all phases of bookkeeping 
and accounting. 


HELPS BOOKKEEPERS TO 


Increase their KNOWLEDGE of bookkeeping. 

Increase their EFFICIENCY in office methods and 
procedure. 

Increase their ABILITY to render better service to 
their employer. 


Increase their EARNING CAPACITY. 
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Introductory Offer to new subscribers for a short 


TWO YEARS FOR $2.00 
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The entrance salaries in the District of Columbia 


are shown above. After the probationary period 
required by the civil service act and rules, advance- 
ment in pay may be made without change in assign- 
ment up to $2,400 and $3,000 a year, respectively, 
for junior and senior auditor, Corporation Audit 
Division; and up to $3,000 and $3,600 a year, re- 
spectively, for junior and senior auditor, Consoli- 
dated Audit Division. 

Internal revenue agents in the Field Service are 
appointed at $2,100, $2,400 and $3,000 a year, and 
may be advanced in pay without change in assign- 
ment, after the completion of the probational period 
required by the civil service act and rules, up to 
$2,700, $3,000 and $3,600 a year, respectively. 
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Promotion from lower to higher grades may be 
made in accordance with the civil service rules as 
vacancies occur. The duties of these positions will 
include either or both office and field auditing and 
verifying of income and excess-profits tax returns. 
Competitors will be rated on a special noncompeti- 
tive general qualifying test, theory of accounts and 
auditing, practical accounting, and education, train- 
ing, and experience. 

Full information and application blanks may be 
obtained from the United States Civil Service.Com- 
mission, Washington, D. C., or the secretary of the 
board of U. S. civil-service examiners at the post- 
office or customhouse, any city. 


GREGERSON BROTHERS 
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The standing of the trust estate with ref- 
erence to tqration and the doing of business 
on a basis of common right, without hindrance 
from discriminating statutes, is carefully dis- 
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ORDER YO UR Second Edition 
COPY NOW 


HIS revised edition is rewritten, enlarged 


j ana contains analyses of the many cases 
which have appeared since the first edition. 
An entire new chapter on the Police Power, 


and attempted application of corporation laws; 


many new sections regarding the management 
of trust estates, the proper drafting of declara- ESTATES 
as 


SEARS 


tions and agreements of trust; reprints of legis- 
lation, and additional exhibits of approved 
forms and precedents. 
The work shows in what manner and how 
supported by legal authority a trust estate may Busixe 4 $ 
have transferable shares, exemption of share- 


holders’ liability, continued existence and safe 
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Send coupon today! 
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Please send, prepaid, “Sears on Trust Estates 
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Harvard Business Series—Vol. I; compiled by the Gradu- 
ate School of Business Administration, Harvard Univer- 
sity, 561 pp. A. W. Shaw & Co., Chicago. ($7.50.) 


In this, the first volume of a series, are published 149 
cases selected from over 3,500 cases collected by the Har- 
vard Graduate School of Business Administration through 
its Bureau of Business Research. Each case has particular 
importance as an example of current business practice or 
as a guide to sound business management. The decision 
stated in each case is that of the business firm; in no 
instance has the Harvard Business School injected its own 
editorial opinion. 


It is the aim of these Reports to build up, as time goes 
on, a volume of recorded business precedents, similar to 
the cases in law, which will be readily accessible for busi- 
ness executives. As is well known, law cases are reported 
as they occur, with no effort at anything but a chronolog- 
ical arrangement. The ability to coordinate new cases with 
cases decided in the past and to fit the conclusions of the 
court into iegal theory is gained through elaborate indexes 
and digests. Something corresponding to these court re- 
ports and their digests is needed in business, and it is the 
intention of the Harvard Businesg School to provide careful 
cross-indexes of these cases in order to facilitate their use 
for reference purposes. 


Each case presents an actual situation, which arose in an 
actual business, the actual method by which the situation 
was met, and the actual reasons which inspired its selection. 
For example, we cite the case of the American Sugar Refin- 
ing Company, on page 248. In May, 1920, at the insistent 
demands of customers, the company, contrary to its policy 
of selling only for 30 days’ delivery, accepted orders for 
refined sugar to be delivered from 1 to 7 months later. 
After prices declined suddenly in August, many customers 
attemp.ed to repudiate their contracts. What should be 
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By JOHN H. SEARS, of the New York City Bar 


Author Sears’ “Trust Estates,” “Trust Company Law,” Etc. _ 


HE purpose of this book is FIRST, to point out funda- 

mental differences between methods of avoiding or reduc- 

ing taxes which may safely be regarded as effective 
and lawful, as distinguished from forbidden evasion, and 
SECOND, to furnish synopses of all tax systems, State and 
Federal, showing requirements for Assessments, Returns, 
BS Rates, Exemptions, Deductions, Collections, Penalties, ete. 


Large business concerns find it profitable to 
employ legal tax experts to put into effect tax 
saving methods, which, like devices for reducing 
insurance premiums, put money in the bank. It 
is equally profitable for every taxpayer, and is 
now made possible through the use of Sears on 
MINIMIZING TAXES. 
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the policy of the company? The facts are first fully made 
plain, then the issues the company was called upon to de- 
cide are described, the company’s decision and the factors 
influencing it, definitely explained. Concise headnotes at 
the beginning of each case briefly summarize the facts and 
indicate the executive decision therein. 


This series of cases that is being collected by the Grad- 
uate School of Business Administration of Harvard Uni- 
versity presents a chronicle of precedents which are de- 
signed to serve as a stimulus for more thoughtful business 
management, but the reader is cautioned to keep in mind 
that they should be considered as suggestive only—there is 
no intention to set up rules, arbitrary admonitions to do this 
and not to do that, commercial prescriptions alleged to 
assure sticcess if taken in liberal doses. What the active 
business man wants is not so much rules as tools. . These 
reports may serve as tools of management. 


Webster’s New International Dictionary; by G. & C. Mer- 
riam Company. 


Those who are engaged in legal and tax practice recog- 
nize the supreme importance of precision in the use of 
words and the necessity of an authoritative guide to that 
end. The legal definities in this monumental work are 
accurate and complete, and those who are informed in 
other departments of knowledge give similar testimony ds 
to the authoritativeness of the definitions throughout. 


‘A time-saving feature of Webster’s New International is 
a “double-decked” page. The lower section of each page is 
separated by a horizontal line. In the lower subdivision are 
segregated words which are infrequently used, foreign 
phrases and other matter that ordinarily the business or 
professional man will not be looking for. Special attention 
has been given to synonyms, which are presented with sur- 
passing fullness, completeness and discrimination. The 
vocabulary of even very widely informed men consists of 
but a few thousand words. In the new volume there are 
407,000 vocabulary terms, including thousands of words 
that have come into recent usage. 
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The Third Annual Edition of the Office Equip- 
ment Catalogue, a cooperative catalogue sponsored 
by the National Association of Office Appliance 
Manufacturers, is ready now for distribution. It is 
much bigger, more complete and more attractive 
than preceding editions. It has more information, 
more sections, more new ideas—in fact, it is A 
Business Show on Your Desk—the standard refer- 
ence work of the industry. 


‘As before, two complete, cross-referenced direc- 
tories of office equipment and makers are included 
—one indexed by products and one by company 
name. A further index is furnished by division 
into such classifications as, “Accounting Machines,” 
“Addressing Systems and Equipment,” “Time Re- 
cording Systems,” etc.,—a total of 28 sections. 


The Catalogue sections are, in effect, a huge file 
of many individual catalogues, combined and ab- 
stracted, without exaggerated claims, generalities or 
“hair-line” technical statements. 

Each section presents brief, concise descriptions 
of various manufacturers’ products falling within 
that class. Each section is prefaced by an editorial 
introduction summarizing the types of equipment 
available and the advantages of each. The list of 
sections is comprehensive—even a section on busi- 
ness books and magazines 
is included. And scattered 
through the editorial and cat- 
alogue material are dozens 
of ideas for improving office 
methods that you can lift for 
your business. 
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for your Examination Copy 


of 
The Third Annual Edition 


Catalogue 


—Standard Reference Work 
on Office Equipment, 
Systems, and Supplies 


Two Valuable Services Included FREE 


Every executive receiving the Catalogue is entitled to six 
free consultations with William Henry Leffingwell, nationally 
known industrial engineer, office management specialist and 
president of the Leffingwell-Ream Company. These consul- 
tations, which are limited only by the scope of office prob- 
lems themselves, would cost many times the price of the 
Catalogue if secured in the usual way. 


As a second service, any further information desired on 
any office equipment will be furnished in complete form, 
including individual catalogues of manufacturers, by the 
Office Equipment Catalogue organization. Executives are 
thus saved the bother of preliminary correspondence with 
many companies before narrowing their fields of inquiry to 
one or two sources. 


Fits Your Files — Fit for Your Desk 


The Catalogue is standard in size, as specified by the 


National Association of Purchasing Agents. It fits your file _ 


if you wish, though you will probably prefer to keep it on 
your desk—its beautiful two-toned flexible leatheroid cover 
and embossed bronze lettering entitle it to that place. 


Mail the coupon today for your copy. If an examination 
does not prove its value, return it within five days. 


Sign and Mail the Lie of be. \ 
Coupon Today a. Pa nad \ 
> a ~~ apy -s¥ \ 
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New Provisions of the Revenue Act of 1926 
(Continued from page 109) 


clause may be reduced from 2 per cent to 1% per cent if 
the taxpayer (a citizen or resident) files with the with- 
holding company, on or before February 1, a notice that 
his net income in excess of the personal exemption and 
credits does not exceed $4,000. 

Withholding at the rate of 5 per cent instead of 6 per 
cent is required in the case of fixed or determinable annual 
or periodical income payable to a nonresident alien in- 
dividual or to a partnership not engaged in trade or busi- 


ness within the United States and not having any office . 


or place of business therein, and composed in whole or. in 
part of nonresident alien individuals, the exceptions being 
the same as in the Act of 1924. 


Foreign Corporations 


Withholding at the rate of 13% per cent instead of 
12% per cent is required in the case of foreign corporations 
subject to the income tax and not engaged in trade or 
business within the United States and not having any 
office or place of business within the United States. This 
will not occasion any inconvenience to persons making 
payments to such corporations during the calendar year 
of 1925 and the early part of 1926, since the withholding 
rate is not increased with respect to payments made before 
the enactment of the new Act. 


Tax Payments Not Publishable 


As under the law prior to the Act of 1924, lists showing 
the name and the post-office address of each person making 
an income tax return in each internal revenue district, are 
required to be open to public inspection, but the amount 
of the tax paid is not required to be shown. 

Whenever a return is open to the inspection of any per- 
son a certified copy may be furnished upon the request of 
such person, but the Commissioner is authorized to pre- 
scribe a reasonable fee for furnishing such copy. 

(The provisions of the new law as they affect credits 
and refunds, additional assessments, appeal proced- 
ure, the Board of Tax Appeals, etc., will be considered 
in subsequent issues. ) 


Net Losses Under the Various Revenue 
Acts 


(Continued from page 95) 


nected with his trade or business), but not includ- 
ing stock in trade, etc.1? Accordingly, paragraph (2) 
does not apply where the deduction is a loss result- 
ing from the sale of ordinary assets not coming 
within the description laid down in Section 208 (a) 
(8), i. e., property held by the taxpayer for not more 
than two years; and all losses on the sale of such 
assets may be taken without restriction, if they may 
be considered as being “attributable to the opera- 
tion of a trade or business regularly carried on.” 
By Article 1621 of the Regulations assets used in 
the conduct of the trade or business are so consid- 
ered. 

But it seems clear that no loss suffered by a tax- 
payer (other than a corporation) on the sale of capi- 
tal assets may be included in the net loss where the 
assets have been held for more than two years. If 
the business is not a corporation the “capital net 
loss” (excess of capital losses over capital gains) 
is necessarily “allowed by law” within the meaning 
of paragraph (2), since the taxpayer has no election 
whether or not he will take advantage of the capital 
net loss. If he has such a loss he is compelled to 
be taxed under subdivision (c) of Section 208. On 
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the other hand, if the business is a corporation, capi- 
tal losses may be included without restriction so 
long as they are “attributable to the operation of a 
trade or business regularly carried or.” 


For reasons stated above, it is believed that the 
word “operation” is used in the popular sense and 
that a corporation in liquidation could include a 
loss on the sale of its assets. No purpose of Con- 
gress can be imagined which would require that 
the business be actively operated before the loss 
could be taken. The continuation of the word 
“operation” is unhappy, especially since it now re- 
lates with particularity to each separate deduction. 
It is submitted that Congress really meant to re- 
quire only that the deduction arise in connection 
with a trade or business. 


By paragraph (h) of the 1924 Act the benefit of 
the section is extended to the members of a part- 
nership and to an estate or trust. Of course this 
does not constitute a relaxation of the requirement 
of subdivision (a) (among others) that only de- 
ductions attributable to a trade or business may be 
included.** It applies only to partnerships, trusts 
or estates carrying on a regular business.’* The 
allowance of the net loss should be made on the 
individual returns of partners, but on the trustee’s 
return for a trust. 


In conclusion, it seems appropriate to make some 
general observations regarding this important pro- 
vision. The meticulosity which a thorough discus- 
sion of it entails is itself suggestive of the practical 
necessity of simplification. The present complexity 
is considered attributable to the establishment of 
the idea expressed in Article 1621 of the present 
regulations that the taxpayer must have suffered an 
“actual” net loss in order to take advantage of the 
provision, the amount allowable being neither the 
net loss shown on the return nor that revealed by 
the profit and loss account. This idea seems at once 
unfortunate, ungenerous and illogical. If the net 
loss provision has any present raison d’etre it is to 
serve the purpose of averaging the taxable net in- 
come, and it should therefore be framed so as to 
accomplish that end so far as possible. Since the 
statutory concept of “net income” is a necessary 
evil, and since the income taxed is frequently more 
than the actual income, why not be consistent about 
it and adopt a logical averaging plan, offsetting 
minus statutory net income against plus statutory 
net income, rather than continue the anomalous 
scheme of computing by complicated formula a 
supposed approximation of “actual” net loss and 
averaging that with the foreign species—statutory 
net income—in order, supposedly, to arrive at a 
corrected statutory net income. We cannot lower 
the true average weight of a number of hogs by 
throwing in a guinea pig. It is to be hoped that a 
simple and logical method of averaging the taxable 
income will soon be evolved, and that Congress will 
realize that taxpayers object quite as much, if not 
more, to unnecessary and confusing intricacies than 
to slightly higher rates. 


7, T. 1803, II-2 C. B. 36. 
3 Appeal of George M. Studebaker et al., 2 B. T. A., 1020, 1027. 
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TAX SERVICE CABINET 
SPECIAL CONSTRUCTION—LOW PRICE 


You can now have a permanent, handy cabinet for your Tax Services and books on kindred subjects. Segregated 
—at YOUR elbow—easily kept in apple-pie order, and best of all, made to fit your personal requirements. 

This especially constructed cabinet is the result of a survey made among tax practitioners. These users of Tax 
Services are enthusiastic in welcoming a case designed for utility, efficiency and comfort. 

Hand made by skilled cabinet makers, of sturdy construction, hand rubbed and mahogany finished. 

Thirty-six inches high, it contains two shelves at just the right slant, each twenty-eight and one-half inches long 
which will house twenty volumes of Commerce Clearing House Services. 

So certain are we that you wish to own this cabinet that we are manufacturing a large quantity and now offer 
you the privilege of ordering them on approval. 


Just fill out the coupon and mail or attach to your letterhead and we will see that your cabinet goes forward at 
once. 


$16.00 plus express charges. 
Cabinet Goes on Approval 
Specialty Office Equipment Co. 


26 Quincy Street Specialty Office Equipment Co., 


CHICAGO. ILLINOIS Chine tines” 


Please express the Service Cabinet to: 


HOME CABINET—TOO 


This is also a_wonderfully convenient piece of furni- 
ture for the Home. We will give $1 discount on . ct og Seah 0 
each cabinet where more than one is ordered. It is understood that I have the privilege of examination for 


five days by which time I will remit $16.00, or hold cabinet 
subject to your instructions. , 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 
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Keep Your 


United States Supreme Court Reports 
and Digest, Federal Constitution 
and Statutes 


Up to Date at a Nominal Cost 


The United States Supreme Court, Circuit Court of Appeals and District 
Courts are handing down 2,500 cases each year. The substance of these decisions 
contain thousands of references to United States Supreme Court cases, including 
the Federal Constitution and Statutes. 


These citations are fully set forth in Shepard’s United States Citations. Not 
only is every case citation placed under the appropriate volume and page, but the 
specific point of law dealt with in the citing opinion is also indicated. Affirmances, 
reversals and dismissals by the Circuit and Supreme Courts are included. 


The statutory sections contain all federal citations to the United States Con- 
stitution, Statutes and Court Rules. Amendments, additions and repeals by sub- 
sequent Acts of Congress are also included. 


The Classified Topical Index is an exhaustive index to every point decided by 
the United States Supreme Court, from October, 1915, to date, arranged to con- 
form to the American Digest System. 


THIS UP-TO-DATE CITATION SERVICE will be found in the Quarterly 
Cumulative Supplement and Intervening Advance Sheets. 


THE FRANK SHEPARD COMPANY 
76-88 Lafayette Street, NEW YORK 


PS ets ade! Fata Cee ee ee Be € 194. ... 
Dear Sirs: 
Macteees is... RE NE Binds scernccretaevnsammevinndn ’ Upon acceptance of this order, 
please send charges prepaid: 
SHEPARD’S UNITED STATES CITATIONS (3 VOLS.) ........--.-.... $30.00 
Quarterly Cumulative Supplements, including Classified Topical In- 
Fe. NE, SIN sss vpenpertenieciignaidingsprenswresandialenesi pil ipheasai i sbeonminiethiasaad™ 12.00 
Quarterly Intervening Advance Sheets, per year..........-.-.--...--.--0--------- 2.00 
You are to send.____________ the Quarterly Cumulative Supplements and Intervening 


Advance Sheets at the annual subscription rate until otherwise ordered. 


Address 


If the subscriber is not wholly satisfied, the publications can be returned, charges col- 
lect, within thirty days after receipt, and the subscriber will receive a refund of the full 
amount paid. 
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Equitable Life Assurance 
Society 





A Digest of Federal Tax Rulings Affecting 


Life Insurance 


A FREE BOOK 


N response to many requests from policyholders and 
others for information regarding the effect of the Federal 
Income Tax, the Federal Estate Tax, and the Federal 

Gift Tax on life insurance transactions, The Equitable 
Life Assurance Society of the United States has issued a 
Digest of Rulings and is offering it freely to all who are 
interested in this vital subject. 

The purpose of this Digest is to set forth the Law, the 
Regulations and the Rulings of the Treasuary Department 
on various phases of the tax question — that is, as to 
whether payments received by policyholders are taxable 
or exempt, and whether premium payments made by tax 
payers in connection with insurance transactions may or 
may not be deducted. ‘The information is based on the 
Law itself and the Rulings and Regulations in effect at the 
date of publication. 

Among the subjects covered in the Digest are death claim 
payments, annuities, dividends, premium payments, sur- 
render values, insurance bequests and life insurance taken 
for business purposes. The topics are carefully indexed 
and arranged for quick reference. If you are interested, 
address, 

















Equitable Life Assurance Society 


of the United States 





739 Peoples Gas Building, CHICAGO, ILLINOIS. 
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ELECTRITE 
if you 
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IF YOU HAD TO DO IT YOURSELF—you'd be sure 
to have the best and most efficient typewriter that money 
could buy; a typewriter that would practically run itself— 
that would end fatigue and make short of a long day’s 
work. Yes, sir—if you had to do it yourself, you’d be sure 
to haveaW oodstock Electrite, the modern typewriter powered 
by electricity. Booklet on request. 


Woodstock Typewriter Co.,213W. Monroe Street, Chicago 
Branches in Principal Cities— Agents all over the World 
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